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DEFENSE  PRODUCTION  ACT  AMENDMENTS  OF 
1989 


Wednesday,  May  17,  1989 

House  of  REPRESENTATivEe, 
Subcommittee  on  Ek:»NOHic  Stabilization, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC 

The  subcommittee  met,  pursuant  to  call,  at  10  a.m.,  in  room 
2220,  Raybum  House  Office  Building,  Hon.  Mary  Rose  Oakar 
(chair  of  the  subcommittee)  presiding. 

Present:  Chair  Dakar,  Representative  Neal  of  Massachusetts. 

Chair  Dakar.  Tlie  subcommittee  will  come  to  order. 

Today's  hearing  is  a  continuation  of  a  journey  which  this  sub- 
committee launched  on  July  8,  1987.  It  was  at  that  time  we  began 
an  in-depth  examination  of  the  problems  of  the  U.S.  defense  indus- 
trial base,  something  that  we  feel  strongly  about  in  this  committee 
and  which  we  are  charged  to  have  responsibihty  for. 

Since  then  the  subcommittee  has  conducted  15  hearings  and 
heard  from  48  witnesses  representing  Government,  labor,  industry, 
and  public  interest  groups.  The  testimony  identified  these  key 
problem  areas; 

One,  an  eroding  defense  industrial  base; 

Two,  a  growing  dependency  on  foreign  suppliers  for  vital  parts 
and  components  to  our  weapons  system; 

Three,  the  outflow  of  sensitive  technolc^es;  and. 

Four,  the  potential  loss  of  critiwil  job  skills,  in  short,  an  increas- 
ing vulnerability  to  our  national  security. 

Last  year  after  carefully  analyzing  the  dangers,  we  tried  to  write 
a  straightforward  bill — H.R.  4037 — to  remedy  ttioee  problems,  and 
it  was  received  with  wide  support  from  industry  and  labor.  The  ad- 
ministration, while  conceding  initially  the  valimty  of  the  industrial 
base  problems,  took  a  nega^ve  view  and  proposed  no  alternative 
l^slative  solutions. 

Believe  me,  there  is  nothing  partisan  in  that  statement.  Adminis- 
tration after  administration  over  more  than  the  past  20  years  has 
put  this  dilemma  on  the  back  burner.  Well,  we  are  moving  it  to  the 
front  burner  where  it  belongs. 

This  year  the  bill  is  H.R.  486  and  will  be  tied  in  with  the  reau- 
thorization of  the  Defense  Production  Act,  which  will  expire  Sep- 
tember 30  unless  re-extended.  It  consists  of  two  titles.  Amendments 
to  title  I  are  essentially  the  same  eis  H.R.  4037  of  last  year.  Title  n 
focuses  on  a  new  area  <m  economic  adjustment  to  assist  industries, 
workers  and  communities  in  helping  to  overcome  the  adverse  ef- 
(1) 


,y  Google 


fectB  of  weapons  systems  cutbztcks  and  other  military  facility  clos- 
ings which  might  occur  in  the  coming  yetirs.  Title  II  is  a  new  con- 
cept and  needs  additional  work,  and  we  will  be  looking  at  this  in 
future  hearings.  So  the  language  in  the  bill  is  really  a  departure 
point  for  discussion. 

Our  witnesses  may  or  may  not  comment  on  matters  affecting 
both  titles  during  our  hearings  today,  tomorrow  and  Wednesday 
and  Thursday  of  next  week.  In  any  case,  we  welcome  all  construc- 
tive suggestions  to  strengthen  title  I  and  title  II  and  make  them 
truly  effective. 

We  have  some  excellent  witnesses  this  morning,  and  before  I  get 
to  these  witnesses,  I  would  like  to  say  for  the  benefit  of  my  distin- 
guished minority  Member,  Mr.  Shumway,  that  a  Republican  con- 
ference is  meeting  at  10  a.m.  with  President  Bush.  We  wish  he 
could  be  here,  but  nonetheless  we  understfuid,  and  I  would  like  to 
at  this  time  ask  unanimous  consent  for  Mr.  Shumway's  comments 
to  be  placed  in  the  record  following  my  own. 

[The  prepared  statement  of  Mr.  Shumway  can  be  found  in  the 
appendix.] 

Chair  Oakar.  As  a  matter  of  fact,  some  Democrats  are  going  to 
be  seeing  President  Bush  a  little  later  this  afternoon,  as  weU  as  Re- 
publicans, when  we  have  a  bill  signing  ceremony  at  the  White 
House.  So  we  will  have  to  iind  out  what  the  meeting  was  all  about 
this  morning. 

In  any  event,  we  are  delighted  to  see  my  friend  from  Massachu- 
setts here,  Mr.  Neal.  Would  you  have  imy  comments  at  this  time? 

Mr.  Neal  op  Massachusetts.  No.  I  am  going  to  have  some  ques- 
tions, though,  at  the  appropriate  time. 

Chtur  Oakae.  Very  good.  . 

Our  first  witness  is  Anthony  Harrigan,  president  of  the  U.S. 
Business  and  Industhed  Council,  and  following  him  will  be  Richard 
B.  Norment,  executive  director  of  the  American  Gear  Manufactur- 
ers Association,  an  industry  which  provides  vital  parts  and  compo- 
nents to  virtually  all  of  our  m^'or  weapons  systems.  Thank  you 
very  much  for  being  here. 

Some  of  you  are  no  strangers  to  this  subcommittee.  We  are  de- 
lighted to  have  you  here  this  morning.  Mr.  Harrigan,  if  you  would 
like  to  bc^in  in  whatever  way  is  most  comfortable. 

STATEMENT  OF  ANTHO^fY  H.  HARRIGAN,  PRESIDENT,  U.S. 
BUSINESS  AND  INDUSTRIAL  COUNCIL 

Mr.  Harrigan.  Thank  you  very  much  for  this  opportunity  to  tes- 
tify this  morning.  I  am  Anthony  Harrigan,  president  of  the  U.S. 
Business  and  Industrial  Council,  a  53-year-old  business  spokesman 
organization  representing  1,500  member  companies  engaged  in  all 
types  of  business  and  industry  in  all  parts  of  the  United  States. 

The  council  is  committed  to  preserving  American  economic  pre- 
eminence as  the  surest  guarantor  of  our  national  security.  Our 
council  strongly  endorses  House  Resolution  486.  We  view  this  bill 
as  essential  to  the  security  of  the  United  States. 

The  United  States  is  increasingly  dependent  on  foreign  sources 
for  its  defense  equipment.  This  is  the  result  of  the  erosion  of  our 
industrial  base.  The  erosion  is  taking  place  because  of  the  under- 
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selling  of  U.S.  production  l^  foreign  production  and  the  shift  of 
production  to  other  countries  in  industry  after  industry. 

The  United  States  has  suffered  severe  setbacks  in  industries  such 
as  steel,  machine  tools,  electronics,  optical  equipment,  aluminum, 
shipbuilding,  and  computers.  America's  capacity  for  carrying  out 
military  commitments  in  the  years  Ethead,  in  producing  essential, 
sophisticated  armaments,  in  executing  a  swift  build-up  in  future 
crisis  situations,  a  rapid  mobilization  find  equipping  of  our  forces  in 
time  of  l£iige-sc£ile  conventional  war  is  endangered. 

Leury  Grossman,  associate  editor  of  Military  Forum,  said  this 
month  that,  "The  U.S.  arseptd  is  filled  with  single  sources  or  for- 
eign-mfide  parts  that  may  not  be  available  even  in  peace-time,  let 
alone  during  a  global  crisis."  He  warned  of  "mushrooming  depend- 
ence on  foreign  sources  for  critical  materiails."  The  U.S.  Govern- 
ment has  ignored  the  vulnerabilities  involved  in  foreign  sourcing. 
Officials  have  acted  as  though  foreign-made  equipment  and  parts 
always  will  be  available  to  the  United  States.  "Hiey  have  dismissed 
all  efforts  at  the  safeguarding  of  military  procurement  sources  as 
protectionism,  an  all-purpose  term  used  to  dismiss  the  realities  of 
international  economic  life. 

They  have  asserted  in  a  world  of  so-called  globalization,  the 
United  States  can't  expect  to  produce  £ill  of  the  defense  equipment 
it  requires.  In  making  this  argument,  they  ignore  international  re- 
alities. One  has  only  to  read  this  past  week's  headlines  to  compre- 
hend the  folly  of  globalist  thinking  with  respect  to  defense  produc- 
tion. One  reads  that  West  Germany  is  moving  in  a  neutralist  direc- 
tion. Before  long.  West  Germany  may  be  an  unreliable  source  of 
defense  equipment  for  its  NATO  allies.  The  truth  is  that  there  is 
no  substitute  for  "Made  in  USA"  defense  equipment  and  parts.  The 
United  States  can't  afford  euphoria  regarding  the  availability  of 
foreign  production.  It  can't  take  chances  with  equipment  on  which 
the  ^ety  of  the  American  people  depends. 

Ideological  notions  about  free  trfide  must  not  be  allowed  to  pre- 
vent the  strengthening  of  essential  American  defense  production 
for  facilities.  The  need  for  strengthening  can't  be  denied.  Between 
1982  and  1987,  the  number  of  companies  that  produced  defense 
critical  goods  declined  from  118,000  to  38,000,  a  fact  that  should  set 
off  alarm  bells  in  Congress. 

My  full  statement,  which  I  hope  will  be  inserted  in  the  record, 
gives  the  background  on  this  decline.  The  shrinking  of  the  U.S.  in- 
dustrial base  is  one  of  the  reasons  the  U.S.  Business  and  Industrial 
Council  advocates  a  strategic  economic  policy  for  the  United  States. 
Such  a  policy  would  aim  at  a  restoration  of  industrial-technological 
capacities  sufficient  to  support  the  defense  structure  required  for 
the  security  of  the  United  States. 

The  United  States  needs  adequate  capabilities  in  production  of 
metals,  basic  machinery,  such  as  motor  vehicles,  advanced  machin- 
ery such  as  aircraft,  and  of  increasing  importance,  advanced  elec- 
tronics. However,  we  face  declining  capabilities  in  these  vital  areas. 

John  Mitchell,  president  of  Motorola,  Inc.,  one  of  the  leading 
American  electronics  companies,  said,  "We  are  simply  losing  our 
Industrial  base."  The  consequences  are  frightening. 
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Dr.  Alfred  E.  Ek;kes,  a  member  of  the  International  Trade  Com- 
mission, has  said,  "No  great  power  in  human  history  has  watched 
its  industrial  base  decline  and  remained  a  great  power  for  long." 

The  United  States  needs  adequate  defense  production  facilities. 
It  needs  to  safeguard  small-  and  medium-sized  companies  that  are 
producing  leading  edge  defense  equipment.  It  needs  to  "Buy  Ameri- 
can" for  national  defense,  it  needs  to  prevent  foreign  acquisition  of 
sensitive  American  defense  technologies. 

Incidentally,  as  a  result  of  a  proxy  fight  against  the  Internation- 
al Bank  Note  Co.,  a  180-year-old  American  firm,  Japanese  investors 
may  gain  access  to  defense  know-how  in  the  manufacture  of  holo- 
grams which  have  military  applications,  including  the  secure  pack- 
aging of  classified  materi^,  and  no  one  in  Government  seems  to  be 
paying  any  attention  to  this  threatened  foreign  acquisition  of  pat- 
ents involving  the  sensitive  new  technology. 

Holography  is  the  science  of  creating  a  Ifiser-generated  three-di- 
mensionEil  record  of  an  object  on  a  flat  two-dimensional  surface. 
Through  use  of  laser,  optical  and  chemical  technologies,  the  three- 
dimensional  features  of  an  object  can  be  captured  visually  on  a 
two-dimensional  surface.  For  example,  by  viewing  the  two^limen* 
sional  surface  from  different  angles  features  of  the  depicted  object 
can  be  seen  that  would  not  be  visible  in  a  photograph,  and  I  think 
even  the  layman  can  appreciate  that  that  is  a  technology  that  has 
very  considerable  significance  for  both  antisubmarine  warfare  and 
aerial  warfare. 

All  this  points  to  the  importance  of  H.R.  486.  This  l^islation  is 
essential  if  the  Unit«d  States  in  the  years  to  come  intends  to 
remain  what  President  Franklin  D.  Roosevelt  referred  to  as  the 
"arsenal  of  democracy". 

Thank  you. 

[The  prepared  statement  of  Mr.  Harrigem  can  be  found  in  the  ap- 
pendix.] 

Chair  Oaxar.  Thank  you. 

STATEMENT  OF  RICHARD  B.  NORMENT,  EXECUTIVE  DIRECTOR, 
AMERICAN  GEAR  MANUFACTURERS  ASSOCIATION 

Mr.  NoRMBNT.  Good  morning,  Madeun.Chair. 

The  American  Gear  Manufacturers  Association  (AGMA)  repre- 
sents 300  companies  engaged  in  the  design,  manufacture  and  appli- 
cation of  gears  and  gearing  products.  By  and  large,  AGMA  mem- 
bers function  as  subcontractors  supplying  components  to  the  De- 
fense Department's  needs  for  ships,  pleines,  Iftnd  vehicles  fuid  space 
systems. 

AGMA  appreciates  this  opportunity  to  address  the  subcommittee 
and  present  our  concerns  about  the  restoration  of  the  act.  Title  I  of 
H.R.  486  has  the  potential  for  addressing  a  serious  problem.  Cur- 
rent DOD  procurement  practices  are  dismantling  this  country's 
ability  to  produce  the  essential  gear  components  needed  to  meet 
our  country's  defense  needs.  An  excessive  emphasis  on  lowest  price, 
without  consideration  of  the  system's  life  cost  or  industrial  base 
impact,  is  one  concern. 

Another  is  the  yet  undetermined  extent  of  dependency  on  foreign 
sources  that  this  country  has  for  its  critical  gearing  components. 
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Today  I  would  like  to  re-submit  for  the  record  our  testimony  of 
September  1987  offered  by  Mr.  Thomas  Lowry  on  behalf  of  AGMA. 

Chair  Oakak.  Without  objection,  I  would  like  to  submit  for  the 
record  Mr.  HarrigEin's  full  statement,  which  is  more  comprehensive 
than  what  you  summarized,  as  well  as  the  previous  statement.  You 
should  know  that  we  have  a  whole  book.  We  have  run  out  of  them. 
But  we  have  a  whole  hearing  book  we  compiled  based  on  all  the 
hearings  we  have  hztd  on  this  issue  up  to  the  renewfd  of  the  De- 
fense Production  Act.  But  we  will  be  happy  to  include  that  testimo- 
ny at  this  time. 

[The  testimony  of  Mr.  Lowry  on  September  1987  on  behalf  of 
AGMA  can  be  found  in  the  appendix.] 

Mr.  NoRBCENT.  Thank  you. 

In  the  time  since  that  testimony,  the  industry  has  not  stood  still. 
The  industry  is  competitive  in  both  domestic  and  world  market- 
places. The  1988  shipments  of  gear  products  grew  to  $1.7  billion,  up 
13  percent  in  real  growth  over  1987.  At  the  same  time,  however, 
imports  rose  a  staggering  27.5  percent  despite  the  weaker  dollar.  A 
little  bit  of  a  foot  note,  one  of  the  principal  sources  of  those  imports 
is  Germany,  which  is  a  meyor  component  in  the  gear  market  today. 

Let  me  try  to  explain  some  of  the  reeisons  for  our  concern.  While 
the  industry  functions  almost  exclusively  as  subcontractors,  over 
one-quarter  of  the  entire  gear  industry  sales  is  for  defense  compo- 
nents. More  important  is  what  the  industry  supplies,  in  the  way  of 
defense  needs.  Abandon  the  idea  of  the  gears  you  see  on  the  floor 
of  your  AAMCO  shops.  AGMA  members  supply  the  gears  that  op- 
erate the  robot  arms  of  the  space  shuttle  or  helicopter  gears  that 
turn  at  21,000  rpm's  per  minute.  That  means  the  linear  speed  of 
the  teeth  are  rotating  at  about  mach  2  or  faster.  The  main  gear  of 
a  destroyer's  marine  drive  can  be  eis  much  as  nine  feet  in  diameter 
and  manufactured  to  tolerances  that  are  a  faction  of  the  diameter 
of  the  human  hair. 

One  of  the  principal  concerns  of  AGMA's  members  has  been  an 
alarming  tendency  for  Federed  agencies  to  patronize  foreign  manu- 
facturers or  allow  prime  contractors  to  utilize  foreign  sources. 
AGMA  estimates  30  percent  of  the  defense  contracts  for  gears  are 
awEuxled  to  foreign  manufacturers.  This  builds  foreign  capabilities 
while  eroding  the  domestic  base.  This  means  the  loss  of  markets 
and  sales  leading  to  a  loss  of  jobs,  the  loss  of  production  capability, 
the  loss  of  incentive  for  long-term  investment  and  loss  of  economic 
research  and  development. 

One  of  the  sources  of  this  problem  is  the  MOAs  and  MOUs  or  the 
offsets  used  to  justify  awEU'ding  contracts  to  foreign  manufacturers. 

Another  difficulty  facing  American  Gear  Manufacturers  is  price 
discrepancies.  It  is  remarkable  to  note  that  even  though  the  value 
of  the  dollar  has  dropped  40  percent  in  the  last  few  years,  the 
prices  of  foreign  gears  in  this  country  have  remained  essentially 
the  same. 

The  gear  industiy  fully  appreciates  the  concerns  of  the  Defense 
and  it's  increasingly  scarce  funds.  However,  AGMA  is  concerned 
that  sensitive  technologies  will  be  re-sold  to  possibly  unfriendly  na- 
tions imd,  more  important,  the  erosion  of  the  gear  industry  sector 
of  this  national  defense  industrial  base.  With  today's  military  tech- 
nologies and  the  world's  political  environment,  we  wUl  not  have 
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the  luxury  we  had  in  World  War  II  of  taking  yesirs  to  re-build  the 
industrial  base  should  the  country  find  itself  in  a  military  crisis. 

To  aid  the  members  of  this  committee  to  understand  our  capital 
investment  and  skilled  labor  requirements,  a  brief  outline  of  the 
manufEicturing  prcx:ess  is  included  in  my  written  submission. 
Highly  specialized  machines  are  needed  throughout  the  process 
which  may  require  over  100  individual  manufacturing  steps.  Often 
one  machine  can  perform  only  one  or  two  steps  in  this  process  for  a 
relatively  small  range  of  size  and  type  of  gears.  Each  of  these  ma- 
chines can  cost  from  $100,000  to  $5  million. 

Another  critical  component  of  the  geeu*  industry's  capacity  is  its 
people.  From  labor  to  engineering,  the  industry  is  alr^idy  limited 
by  its  ability  to  find  individual  with  adequate  skills.  If  these 
people  are  lost  through  lack  of  utilization,  they  are  almost  impossi- 
ble to  replace.  With  the  investment  and  manufacturii^  skills  re- 
quired, no  company  produces  eill  the  types  of  gears  required  for  the 
defense  needs  of  this  country.  They  specialize  in  a  range  of  prod- 
ucts. For  example,  an  aircraft  gear  manufacturer  does  not  make 
msu-ine  gears. 

As  a  m^or  consumer  of  the  industry's  products,  DOD  has  an 
enormous  impact  on  this  important  segment  of  the  defense  indus- 
trial base.  Unfortunately,  DOD  has  been  slow  to  recognize  this. 
Driven  by  excessive  relisince  on  initial  price  rather  than  systems 
life  cost,  by  offset  requirements,  memorandums  of  agreement, 
memorandums  of  understanding,  or  simply  predatory  pricing, 
prime  contractors  have  been  allowed  and  often  encoureiged  to 
obtain  geaia  from  overseas  sources.  This  obviously  reduces  the 
usage  of  domestic  suppliers,  leadii^  to  further  erosion  of  an  al- 
ready endangered  base. 

Dr.  Coetello,  former  Under  Secretary  of  Defense  for  Acquisition 
and  who  previously  testi^ed  before  this  committee  noted  in  his 
report  of  July  1988,  "The  current  procurement  policy  subjects  in- 
dustry to  unnecessary  turmoil,  resulting  in  further  erosion  of  our 
defense  production  base." 

Simultaneously  DOD  has  no  means  of  tracking  the  impact  of  its 
policies.  Let  me  offer  just  a  few  examples  to  support  Dr.  Cost«llo's 
concerns  and  AGMA's  frustration.  Exeunple  number  one:  The  De- 
partment of  the  Navy  will  shortly  issue  a  request  for  proposal  for 
advemced  gear  systems  for  submarines  and  the  SWATH.  It  is  a 
twin  hull  hydrofoil  aircraft.  Navy  representatives  have  stated,  "Re- 
sponses to  the  RFP"— and  I  am  going  to  add  emphasis  here — "will 
require  that  the  prime  contractor  contract  with  a  foreign  source  for 
design  engineering."  They  will  insist  the  prime  contractor  go  to  a 
foreign  source.  Judging  from  past  experiences  with  the  Navy  in 
particular,  this  presumably  will  be  Germany.  The  Navy  obviously 
etssumes  the  American  gear  manufacturers  lack  this  design  capabil- 
itjf.  It  is  a  patently  incorrect  aissumption.  A  number  of  gear  compa- 
nies in  the  United  States  do  have  the  design  capabilities  for  these 
high-density  gears,  known  as  epicyclic  gear  systems,  and  the  tech- 
nology has  been  internationally  known  for  a  number  of  years. 

Tms  RFP  is  another  example  of  the  Navy's  misguided  infatu- 
ation with  allied  superiority  of  the  German  gear  industry.  If  the 
Navy  is  concerned  about  maintaining  the  Nation's  capacities  for 
gears,  it  is  about  time  they  start  supporting  the  domestic  base  and 
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stop  patronizing  the  marketing  expertise  of  the  German  counter- 
parts. 

flzample  number  two:  The  Hummer.  The  contract  was  initially 
awarded  to  AM  General,  which  in  turn  subcontracted  $40  million 
worth  of  gear  drives.  Initially  over  90  percent  of  this  gearing  was 
supplied  by  the  Japanese  and  Spanish.  When  AM  General  experi- 
enced problems  in  delivery,  it  approached  American  companies.  As 
a  result,  two  AGMA  members  spent  millions  of  dollars  in  state^f- 
the-art  hardware  to  provide  the  geeae  needed.  Today  because  of  the 
AM  General's  constant  vacillations  between  domestic  and  foreign 
sources  and  frequent  changes  in  dehvery  requirements,  these 
American  companies  have  been  forced  to  liquidate  their  invest- 
ments in  tooling  and  machine,  lay  oft  skilled  employees  and  with- 
draw from  the  supplier  base.  It  is  AGMA's  understanding  the  sole 
source  for  this  gear  component  is  now  in  Mexico.  And,  again,  ship- 
ments £u*e  behind  schedide. 

The  third  example,  the  GB  T-700  jet  engine,  is  an  Eidvanced 
power  plant  for  the  Blackhawk  and  Apache  helicopters  developed 
through  a  joint  GE  and  Government  contract.  Included  in  the 
design  of  this  high  precision,  hi^h  performance  spiral  bevel  gear 
seta.  GE  has  limited  the  productions  to  two  subcontractors,  one  of 
which  is  offshore.  The  one  U.S.  iirm  that  is  participatitw  is  now  re- 
ceiving only  a  small  percentage  of  the  total  orders  and  thereby  is 
laying  off  its  employees. 

Again,  the  manufacturing  base  of  this  country  is  being  directly 
eroded  by  defense  procurement  poUcies  and  the  lack  of  control  over 
prime  contractors.  If  multiple  suppUers  are  needed  to  assure  com- 
petitive prices,  a  second  American  source  could  be  utilized  by  GE. 
Having  a  second  American  source  would  assure  continuation  of  the 
manufacturing  capabihties  within  the  defense  industriitl  base. 

These  are  just  a  few  of  the  examples  of  how  we  are  impacted  by 
the  DOD's  procurement  policies,  which  are  undermining  the  de- 
fense base  of  this  country  of  which  the  gear  industry  is  a  critical 
part.  Because  this  is  happening  below  the  level  of  prime  contrac- 
tors, this  problem  is  often  going  un-noticed  both  by  Congress  and 
the  Defense  Department.  AGMA  hopes  these  hearings  wUl  lead  to 
the  correction  of  these  problems  with  the  reauthorization  of  the 
Defense  Production  Act.  AGMA  endorses  this  act,  particularly  title 
I,  in  that  it  includes  many  of  the  recommendations  which  were 
made  to  this  committee  in  September  1987. 

With  that,  thank  you  for  the  opportimity  to  present  our  concerns 
to  this  committee. 

[The  prepared  stotement  of  Mr.  Norment  can  be  found  in  the  ap- 
pendix.] 

Chair  Oakar.  Thank  you  very  much,  and  let  me  just  say  that 
next  week  we  are  having,  funong  other  witnesses,  in  this  series  of 
hearings  we  are  going  to  be  having  on  this  issue,  the  Defense  De- 
partment, as  well  as  the  Commerce  Department  and  others.  So  we 
well  be  asking — I  am  going  to  ask  the  question  about  your  second 
example. 

That  is  interesting  to  me  they  would  pre-determine  that  the 
prime  contract  go  to  a  foreign  country  or  a  foreign  contractor 
rather  than  at  least  putting  it  out  there  for  some  form  of  bidding 
or  process.  And  that  is  one  of  the  concerns  I  have. 
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As  you  know,  we  had  a  comprehensive  hearing  on  the  FSX  fight- 
er, and  we  saw  that  the  Senate  by  a  close  margin  approved  that. 
And  I  can  tell  you  that  there  are  pros  and  cons  to  this  issue,  but 
one  of  ihe  thin^  that  is  most  disconcerting  to  the  Chair  is  the 
question  of  memoreinda  of  understanding  and  the  manner  in  which 
they  are  operative  and  the  fact  that  many  of  these  memoranda  are 
confidential  so  that  we  cannot  reveal  them  to  the  American  public, 
and  to  the  best  of  my  knowledge,  until  we  had  the  hearing,  we 
were  not  privy  to  what  the  memorandum  said. 

Obviously  this  committee  has  the  primary  responsibility  toward 
not  only  the  economic  issues  involved,  but  also  our  focus  has  been 
the  area  of  national  security  and  whether  or  not  giving  up  our 
technology  and  having  prime  contracts  is  something  that  we  have 
been  heralded  for  and  is  very  important  to  our  defense  industrial 
base.  It  is  the  way  we  ought  to  go  at  this  time  in  our  Nation's  his- 
tory. So  I  think  your  testimony,  both  of  you  gentlemen,  your  testi- 
mony is  very,  very  important. 

Since  we  are  going  to  be  having  a  vote  next  week  on  the  FSX 
issue  and  since  we  would  hke  to  have  your  position  on  that,  if  you 
have  any  ideas  on  it,  perhaps  you  would  like  to  state  what  the 
Council  position  is  on  the  United  States-Japanese  agreement  to  de- 
velop that  fighter. 

Mr.  Harrigam.  We  have  been  very  active  in  opposing  the  co-de- 
velopment scheme  with  Japan.  We  have  felt  that  it  would  involve  a 
great  loss  of  high  technology  for  the  United  States  in  which  the 
American  people  have  invested  over  a  long  period  of  years.  It  has 
been  hard,  I  think,  to  make  the  public  or  the  Members  of  the 
Senate  appreciate  the  fact  that  there  is  a  very  considerable  differ- 
ence between  co-production  schemes,  of  which  we  have  many,  and 
have  had  for  a  long  period  of  years,  and  co-development,  which  will 
give  Hie  Japanese  access  to  sdl  sorts  of  advEuiced  technologies.  We 
have  been  consistent  in  opposing  the  technology  tremsfers  and 
losii^  the  lead  that  we  may  nave  in  relatively  few  areas. 

If  I  may  make  just  one  or  two  other  observations,  if  you  don't 
mind,  to  reinforce  the  points  the  witness  has  made.  We  are  a  gen- 
eral business  oi^anization,  and  we  have  companies  ranging  from 
insurance  to  textiles  to  coal  mining  and  so  forth.  But  we  don  t  have 
any  specific  interest;  but  it  is  the  general  concern  of  our  members, 
most  of  them  who  are  not  in  defense  production  in  any  way,  who 
are  concerned  about  what  is  happening  to  our  country,  fuid  we  see 
it  in  so  many  EU'eas.  For  instance,  there  is  only  one  company  re- 
maining in  the  United  States  that  produces  optical  glass,  fuid  the 
Bradley  Fighting  Vehicle,  for  example,  has  been  completely  de- 
pendent on  a  German  source  for  its  optical  equipment.  And  the 
United  States  has  the  largest  Navy  in  the  world,  but  it  hasn't,  it  no 
longer  produces,  the  lathes  that  Eire  essential  for  the  propellers.  As 
far  as  I  know,  the  only  major  propeller  manufacturer  in  the  United 
States,  which  is  in  Massachusetts,  has  in  the  last  few  years  had  to 
go  to  West  Germany  to  obtain  those  lathes. 

As  you  go  to  industry  after  industry,  I  think  you  will  find  this 
pattern  developing,  either  we  have  completely  lost  the  capability  or 
the  capability  has  been  so  seriously  deteriorated,  we  have  only  one 
source. 

Chair  Oakar.  Thank  you. 
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Mr.  Norment,  I  know  you  have  a  plane  to  catch,  so  what  I  am 
going  to  do  is  ask  one  or  two  q|uick  questions  and  then  ask  my 
niend,  Mr.  Neal,  if  he  has  a  specific  question  for  you,  and  then  Mr. 
Harrigan,  if  you  would  stay,  I  would  like  to  ask  you  some  specific 
questions. 

Mr.  NoRHENT.  Madam  Chair,  could  I  respond  on  the  FSX  ques- 
tion for  one  brief  moment,  because  there  is  a  related  concern  that 
we  have. 

Chair  Oakab.  Sure. 

Mr.  NoRBiENT.  Last  June  the  President  signed  a  treaty  with  the 
Japanese  r^arding  technolc^  transfers. 

In  the  treaty  signed  last  June  with  the  Japanese  on  this  technol- 
ogy transfer,  both  nations  were  provided  with  the  opportunity  to 
present  the  other  nation  with,  "These  are  the  tecrmolc^es  we 
would  like  to  look  at."  We  Eisked  the  Japanese  for  high  resolution 
television.  They,  in  turn,  came  back  to  us  and  the  second  item  on 
the  list  was  high-speed  gear  units.  They  wanted  to  find  out  from 
the  United  States  now  to  buUd  them.  Now,  this  is  interesting,  par- 
ticularly when  the  Navy  says  we  have  to  go  overseas  to  obtain  gear 
technology,  that  the  Japanese  are  coming  here  to  find  the  technolo- 
gy from  us. 

The  problem  with  the  technology  transfer  is,  as  we  have  seen  in 
the  past.  A,  the  Japanese  are  very  successful  at  ferreting  out  where 
the  sources  are  that  they  need.  They  have  identified  the  engineer 
at  NASA  by  mune,  his  office,  everything  else.  We  know  Dr.  Town- 
send  too,  and  we  are  very  concerned  that  the  Japanese  will  go  to 
lum  and  under  this  treaty,  he  will  be  required  to  transfer  nigh- 
speed  gearing  technol(^y  to  the  Japanese.  If  NASA  is  developing  it 
and  it  is  part  of  our  national  defense  industrial  base,  why  should 
we  give  it  away  in  exchange  for  a  high  resolution  television  set?  It 
is  idiocy. 

So  our  concern  oa  this  treaty,  much  like  yours,  is  that  we  are 
shooting  ourselves  in  the  foot. 

Chair  Oakas.  Are  you  saying  we  should  invite  NASA — which  of 
course  I  have  a  professionm  Interest  in  that  agency,  which  is  a  ci- 
vilian agency  that  sometimes  does  tradeoff  technology  to  the  De- 
-fense  Department — are  you  saying  that  you  think  that  NASA 
should  be  a  witness  in  this  whole  Eu-ea? 

Mr.  NosMBNT.  It  might  be  an  interesting  component  in  the  sense 
the  OfRce  of  Science  and  Technology  in  the  White  House  is  in 
favor,  currently  disposed  to  accept  and  acknowledge  the  Japanese 
request.  However,  we  have  been  told  by  the  White  House  offices 
that  there  is  some  hesitation  being  expressed  by  NASA.  I  thhoik 
ihey  Etre  sensitive  to  the  concern  and  understand  what  is  going  on, 
and  what  frequently  happens  with  the  MOUs 

Chair  Oakab.  You  are  going  to  get  them  in  trouble. 

Mr.  NoBMENT.  I  know.  I  reahze  that.  This  happened  here  with 
someone  from  the  White  House  in  scientific  testimony  recently. 

But  the  problem  is  if  NASA  is  aware  of  the  concern,  and,  again, 
we  are  beingilriven  frequ^itly'l;^ -diplomatic  &ate  Department  ob- 
jectives, Luncterstand  me  diplomacy  requirements,  but  at  the  same 
time  we  have  te  take  into  consideraticm  the  other  side  of  the  equa- 
tion. What  are  we  doing  for  the  economy  of  this  country,  what  are 
we  doing  fbr  the  national  security  of  this  country,  and  what  are  we 
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doing  for  the  people  who  work  in  this  country?  We  are  shipping 
our  hiture  offshore  for  the  sake  of  a  treaty.  That  concerns  me. 

Chair  Oakar.  The  concern  that  I  have  is  the  arbitrtiry  quality  of 
these  memoranda  and  treaties  and  the  lack  of  oversight,  and  that 
is  one  of  the  areas  that  our  bill  tried  to  address.  Because  we  did 
have  testimony  over  the  course  of  our  hearings  that,  fremkly,  had 
nothing  to  do  with  diplomacy  and  a  lot  to  do  with  travels  of  some 
of  the  members  of  the  Defense — not  all — but  some  of  the  members 
of  the  Defense  Department  in  terms  of  having  a  whim  towEird  one 
country  or  another,  and  it  was  on  that  level,  not  in  every  case,  and 
I  don't  mean  to  suggest  that  because  I  am  a  parliamentarian  to 
NATO,  and  I  see  the  wisdom  at  times  of  coming  together  for  global 
security  purposes,  but  there  really  is  not  oversight. 

I  want  to  ask  you,  get  to  the  bottom  line,  the  $64,000  question,  if 
you  can  separate  this  out  for  the  record.  We  would  be  very  grate- 
ful. Would  you  pleEise  explain  to  the  subcommittee  for  the  record 
from  your  perspective,  because  you  related  to  that  in  your  testimo- 
ny— if  you  want  to  pick  up  on  it  later  feel  free,  Mr.  Hairigan — how 
the  practice  of  memoranda  of  understandii^  or  the  agreements  or 
the  market-driven  offsets  often  used  to  justify  award  contracts  to 
foreign  memufacturers  have  caused  erosion  of  our  industrial  base. 

Mr.  NoRMENT.  All  right.  One  of  the  examples  is  noted  here,  and  I 
will  get  into  more  specifics  as  included  in  the  written  testimony, 
and  these  are  all  a  matter  of  public  record. 

The  Army's  Hummer,  when  AM  General  got  the  contrsict,  49 
percent  of  the  gears  were  contracted  to  Howa  in  Japan.  As  loose  eis 
they  are  the  other  51  percent  were  subcontracted  to  Rockwell  to 
comply  with  "Buy  American"  provisions.  This  is  when  the  prob- 
lems started,  where  we  get  into  the  offsets,  MOUb  and  MOAa. 
Rockwell  was  in  the  process  of  negotiating  some  sales  to  Spain.  At 
this  time  there  was  some  question  about  Spanish  reauthorization  of 
our  access  for  Air  Force  bases  in  Spain.  Rockwell  simultaneously 
was  looking  for  a  nice  sale.  The  Spanish  being  fairly  good  business- 
men and  traders  seized  upon  the  opportunity,  and  £is  a  result  Rock- 
well did  not  make  the  gears  for  the  Hummer.  That  was  used  as  an 
offset,  as  part  of  a  MOU  to  satisfy  Spain's  need  to  help  develop 
their  own  gear  industry,  which  is  a  young  and  growing  industry  at 
this  point,  by  providing  gears  for  the  Hummer  to  Rockwell  and  on 
to  AM  General. 

The  problem  was  they  weren't  able  to  make  the  gears — the  preci- 
sion required  is  beyoncl  the  capabilities  of  a  young  and  growing  in- 
dustry. You  need  an  industry  that  has  developed  the  skUls  like  we 
have  here.  Howa  in  Japan  had  that  capability.  The  Spanish  suppli- 
er, 51  percent,  began  having  problems  with  delivery,  so  it  slowed 
up  the  building  of  the  Hummer  at  AM  General.  That  is  when  it 
drove  them  back  into  using  the  domestic  suppliers. 

But  constantly  throughout  that  whole  proems,  AM  General  was 
looking  for  cheap  sources.  Driven  by  CICA  or  diplomatic  concerns, 
and  partially  by  their  own  internal  labor  problems,  AM  General's 
demand  for  these  gears  from  the  U.S.  base  fluctuated  anywhere 
from  ISO  percent  of  the  capacity  of  the  industry  to  zero.  And  that 
zero  level  might  be  for  2  or  3  months,  where  they  had  no  request 
for  shipments  from  either  Dexter  Gear  in  Detroit,  MI  or  Terrell 
Machine  Gear  in  Charlotte,  NC. 
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What  happened,  is  that  both  of  those  companies,  after  investing 
and  taking  on  the  debt  load,  could  not  keep  up  the  cash-flows  be- 
cause of  this  enormous  fluctuation.  They  had  to  liquidate  the 
equipment  that  they  purchased  eind  withdraw  from  that  market 
and  lay  off  people  in  the  process,  too.  But  a  big  chunk  of  it  was  this 
first  initial  shot  of  taking  51  percent  of  the  gears  to  Spain,  which 
was  part  of  an  offset  and  MOU. 

Chair  Oakar.  Your  industry  is  part  of  section  332  competitive- 
neaa  assessment  by  the  Intemationeil  Trzide  Commission.  What  are 
the  objectives  of  this  kind  of  review?  One  Eispect  of  your  testimony 
states  that  while  gear  production  shipments  are  on  the  rise,  foreign 
imports  are  also  galloping  into  the  United  States  at  a  high  rate. 
How  do  you  reconcile  those  two  situations? 

Mr.  NoRMSNT.  The  gear  industry  provides  components  to  almost 
every  industi^  you  can  imagine,  from  petrochemicalB  to  steel,  to 
mining,  to  this  little  machine  here,  it  has  a  gear  buried  in  it  some 
place  so  he  can  get  the  transcript  of  this  meeting  properly  record- 
ed. As  the  economy  rises  said  falls,  demand  for  geeiring  obviously  is 
inroacted. 

What  has  happened  is  that  the  demand  for  capital  goods  gearing 
has  risen  at  a  remarkable  rate,  somewhere  in  the  neighborhood  of 
25  to  30  percent  total  demand  increase,  because  of  the  resurgence 
of  the  economy  we  have  had  over  the  last  4  or  5  yesirs. 

The  domestic  manufacturer  has  benefited  from  that  to  the  tune 
of  a  17  percent  growth  rate  in  1988  over  1987.  The  total  market  has 
expanded  more  rapidly  than  that.  So  the  end  result  is  that  while 
gearing  components  coming  in  constitute  30  to  35  percent  of  the 
total  market,  for  both  commercial  and  defense  uses,  that  30  per- 
cent chunk  is  rising  at  a  fsister  rate — foreign  suppliers  are  getting 
a  larger  and  larger  share  each  year.  As  the  market  expands,  yes, 
we  are  getting  some  expansion,  but  the  imports  are  expanding  at  a 
faster  rate,  taking  a  Isu^er  chunk  of  the  new  pie. 

What  is  happening,  very  frankly,  is  a  little  bit  of  mystery  to  all 
of  us,  which  is  one  reason  that  we  have  requested  the  332  throi^h 
the  USTR.  The  President  and  trade  representatives  saw  fit  to  have 
the  rrC  to  conduct  a  332  investigation.  Let's  find  out  what  is  going 
on.  Why  are  there  these  surges,  is  there  a  competitiveness  problem 
with  the  domestic  industries  versus  foreign  industries,  or  is  there 
not  a  problem?  Is  there  maybe  pricing  discrepancies,  are  there 
marketing  discrepancies?  What  is  ^e  problem? 

A  very  interesting  component  of  this  332  which  has  a  direct  rela- 
tionship to  this  committee.  It  is  the  first  332  one  ever  done  this 
way.  "riie  President  has  instructed  the  ITC  to  include  within  this 
study  of  "surge  and  mobilization"  capabilities  study  as  a  part  of  a 
report  for  the  Defense  Department.  It  is  very  unusual  to  see  this 
happen,  and  the  reason  for  it  is  because  there  is  Ein  enormous 
amount  of  concern  now  that  we  do  not  have  the  surge  or  the  mobi- 
lization capabihty,  that  we  don't  have  the  ability  to  expand  produc- 
tion 100  percent  as  the  Army,  Navy  and  Air  Force  would  like  to 
see  if  we  went  to  full  mobilization.  T^e  capacity  is  not  there. 

Domestic  suppliers  are  running  at  Eilmost  90  percent  capacity 
and  are  not  going  to  be  able  to  expand  easily  unless  there  is  a  reti- 
able  market  base  out  there.  A  reliable  market  will  encourage  them 
to  make  the  investments  to  expand  capacity.  If  the  Defense  Depart- 
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ment's  needs  vacillating,  or  defense  suppliers  and  prime  contrac- 
tors vacillate  between  do  we  get  the  gears  from  Japan  or  Spain  or 
Germany,  and  if  only  what  is  left  over  goes  to  American  supplier, 
like  the  GE  contract,  how  can  we  rebuild  this  industry?  The  332  is 
going  to  give  us  a  bit  of  a  feel  for  what  is  going  on  in  this  global 
market,  and  what  is  the  role  of  the  defense  procurement  policies. 

It  is  the  first  time  there  is  goii^  to  be  serious  effort  to  take  a 
look  at  the  problem,  as  Mr.  Cornish  knows.  For  4  years  we  have 
a^ed  the  Defense  Department,  tell  us  how  many  gears  you  are 
buying  of&hore.  They  have  no  idea.  They  have  tried  every  data 
base,  every  reporting  system  they  can  think  of,  and  they  have  no 
idea.  One  report  offered  suggest^  that  in  1987,  the  amount  of  for- 
eign gears  purchased  by  the  Navy  was  $15,000.  I  laughed  at  that, 
b^ause  there  was  one  contract  which  we  knew  of  which  was  a  $2.6 
million  contract  that  occurred  that  same  year.  The  Navy  had  no 
idea. 

So  I  guess  this  is  all  part  of  an  effort  for  us  to  get  a  better  feel — 
as  your  bill  suggeste,  title  I  includes  the  economic  impact  state- 
ment, which  we  think  is  a  wonderful  idea.  Have  them  do  the  as- 
sessment to  find  out  what  is  going  on.  Don't  blindly  march  off  to 
foreign  sourcing  while  having  no  understanding  whatsoever  of  how 
this  impacte  the  industrial  base,  where  the  gear  is  coming  from, 
what  is  going  to  happen  to  "suige/mobilization"  needs  if  Uie  only 
source  is  offshore. 

Chair  Dakar.  Thank  you.  Mr.  Neal. 

Mr.  Neal  of  Massachusetts.  Last  year  the  Defense  Department 
received  a  great  deal  of  criticism  based  upon  the  headlines  of  the 
scandals  that  all^edly  took  place  over  there,  but  what  was  missed 
in  that  debate  was  legitimate  pleas  from  the  industrial  community 
to  alter  the  procurement  process.  And  the  bidding  process  obvious- 
ly discourages  a  lot  of  American  manufacturers  from  attempting  to 
compete  with  foreign  govemmente,  and  f^om  a  philosophic  perspec- 
tive maybe  you  might  want  to  touch  on  that. 

Then  I  have  a  subsequent  question  I  would  like  to  reuse  with  you. 

Mr.  NoBMENT.  The  basic  problem  that  I  think  the  procurement 
policies  have  right  now  is  the  implementetion  of  CICA.  There  is  no 
doubt  fill  of  us  do  the  same  thii^.  When  I  bought  a  car  a  year  ago, 
I  went  out  for  the  best  price  I  could  get  I  shopped  around.  Yes,  I 
bought  a  Ford,  but  1  went  to  four  or  five  different  dealers.  I  don't 
blame  the  Defense  Department  for  wanting  to  do  the  same  thing — 
everybody  has  a  right  for  a  competitively  priced  product. 

However,  when  I  priced  that  car,  I  tuchi't  look  at  just  the  price 
that  I  petid  that  day,  I  -was  looking  at  what  -was  that  car  going  to 
cost  me  to  operate  for  the  next  5  years,  how  ^equently  would  I 
have  to  take  it  in  for  service,  how  avfiilable  would  the  parts  be, 
how  available  is  the  repairman?  I  had  an  experience  10  years  ago 
vrtien  I  h^  a  Fiat,  wonderful  car,  the  only  problem  was  every  500 
miles  I  had  to  have  the  electrical  system  rebuilt.  Great  car,  lou^ 
electrical  ^stem.  The  problem  is  there  is  one  mechanic  in  north- 
em  Virginia  who  is  good  at  it,  and  he  has  a  backlog  3  miles  long. 
My  car  might  be  sitting  there  3  weeks  waiting  to  be  repaired.  I 
wasn't  going  to  go  through  that  again. 

The  Stete  Department,  unfortunately,  has  beem  obeessed  with  tiie 
sticker  price.  Now  we  get  into  another  little  interesting  wrinkle 
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here,  I  am  a  gear  procurement  officer  at  the  Department  of  Navy, 
and,  by  the  way,  the  only  place  I  have  been  trained  is  the  Universi- 
ty of  Munich.  I  won't  go  to  Ohio  State,  I  won't  go  to  Northwestern 
because  the  Navy's  procurement  policies  officers  are  now  treuned 
at  the  University  of  Munich  for  2  yesirs,  wonderful  duty. 

I  am  presented  with  a  situation  I  am  going  to  buy  a  gear  box  for 
a  TAO,  I  have  U.S.  bids  from  five,  the  last  five  remaining  gear 
manufacturers  capable  of  manufacturii^  this  gear  drive.  The  gear 
box  is  almost  as  large  as  this  room.  The  American  suppliers  have 
prices  ranging  from  $1.2  milUon  to  $1.4  million,  nice  little  cluster. 

The  Germein  supplier  CEune  in  with  a  price  of  $800,000,  actually 
$783,000.  The  same  bfisic  design.  Now  we  have  no  way  of  verilyii^ 
this,  but  we  strongly  suspect  that  what  was  involved  here  was  a 
diversionary  dumpii^  case  to  get  around  VRAs.  The  company  that 
made  the  gear  box  was  a  subsidiary  of  Mannesmann,  which  has  a 
big  steel  plant,  and  each  of  those  gear  boxes  weighs  35  tons,  so  you 
have  a  way  of  shipping  in  70  tons  of  Germeui  steel  to  the  U.S. 
Navy.  And,  by  the  way,  th^  are  exempt  from  commercial  trade 
law,  so  there  is  no  recourse. 

Now  the  Navy  wins,  it  gets  the  low  sticker  price;  the  domestic 
industry  loses  the  contract;  the  Germans  win  a  diversionary  ship- 
ping steel  into  the  United  States;  and,  by  the  way,  as  soon  as  the 
gear  box  got  out  to  sea  they  hfid  a  couple  problems  with  it  tmd  the 
response  was  that  weis  not  covered  in  the  warranty.  Back  to  my 
Fiat  dealer  with  the  lineup  waiting  for  service.  These  kinds  of  con- 
cerns have  to  be  addressed. 

Mr.  Neal  of  Massachusetts.  Isn't  it  the  pressure  to  keep  prices 
low  that  compromises  in  the  end  some  of  the  Americcm  products  as 
weU? 

Mr.  NoRMENT.  Absolutely.  It  is  very  difficult  to  explain,  and 
those  of  you,  as  yourself,  Congressman,  who  are  familiar  wilJi  the 
$300  hammer  that  wasn't  really  a  hammer,  or  the  $1,200  toilet  seat 
that  really  wasn't  a  toilet  seat,  or  the  $2,700  coffee  maker  that 
reeiUy — it  was  a  good  buy,  it  is  easy  to  twist  these  things  and  make 
them  sound  as  if  somebody  is  getting  cheated.  There  are  occasions 
where  that  does  happen,  lliere  needs  to  be  a  control. 

But  I  think  pEul  of  the  process  has  to  be  that  when  you  look  at 
an  item,  the  procurement  officer  has  to  look  at  what  is  this  going 
to  cost  us  over  a  resisonable  period  of  time?  You  put  a  gear  box  into 
a  ship,  when  you  build  a  ship  the  first  thing  you  do  is  lay  the  keel, 
then  you  put  in  the  gear  box  and  build  the  ship  around  the  gear 
box.  If  that  gear  box  fails,  you  don't  easily  replace  it.  You  should 
build  it  on  the  basis  of  that  gear  box  has  got  to  last  at  least  20 
years  or  30  years,  and  what  is  the  cost  over  that  period? 

Mr.  Neal  of  Massachusetts.  How  do  you  encourage  American 
industry  to  invest  in  the  necessary  technol<^es  that  allow  them  to 
compete  over  a  host  of  years  when  the  bidding  process  requires  on 
an  annual  basis  they  take  the  lowest  price? 

Mr.  NORHENT.  It  is  almost  impossible,  particularly  when  the  low 
price  bidder  doesn't  own  any  machine  tools.  I  have  examples  of 
this.  On  one  of  the  Navy's  torpedos  there  is  a  very  complicated 
drive  shaft  that  connects  to  the  propeller.  It  takes  about  64  ma- 
chining steps  to  make.  There  is  a  spline  and  gear  at  one  end. 
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On  one  bid,  the  contractor  that  won  the  award  didn't  have  a 
single  lathe,  didn't  have  a  sii^le  gear  cuttit^  machine.  I  don't 
know  how  he  got  qualified.  But  he  had  the  lowest  price.  We  know 
who  it  was  because  that  bid  winner  walked  down  the  street  to  the 
original  supplier  and  said,  "By  the  way,  can  you  make  these  parts 
for  me?  Here  is  the  design",  and  the  guy  looked  at  it  and  said, 
"Yes,  I  made  those  for  the  Navy  last  week  at  $165  apiece,  and  you 
want  me  to  make  them  now  for  $120  and  my  cost  for  making  them 
is  $150.  I  was  making  $15  profit  on  each  one.  Now  you  want  me  to 
make  it" — obviously  he  couldn't.  That  small  manufacturer  tliat 
originally  did  have  the  capability  to  make  that  part  is  now  in  chap- 
ter 11  because  of  losing  the  contract  for  2  yeeu^  to  another  supplier 
who  didn't  even  have  the  gear  cutting  equipment. 

Mr.  Neal  of  Massachusetts.  How  do  you  react  to  the  idea  of 
perhaps  a  2-year  budget  cycle  at  the  Department  of  Defense  for 
procurement  procedures  that  require  a  2-year  commitment? 

Mr.  NoRMBNT.  For  some  systems  2  yeeu^  is  appropriate,  for  some 
it  m^ht  be  5  years.  It  would  depend  on  the  size  and  complexity — 
on  a  marine  gear  drive,  I  think  maybe  5  years  might  be  appropri- 
ate. On  helicopter  components,  high  technology,  where  it  is  not  un- 
common for  one  machine,  eis  you  may  need  70  different  mtichines 
to  make  one  helicopter  gear,  for  one  machine  to  cost  you,  2,  3,  4, 
$500,000,  and  when  you  make  that  kind  of  investment  and  you  are 
only  operating  at  low  profit  margins,  you  don't  expect  to  recapture 
that  investment  in  1  year.  Two?  No,  banks  are  looking  at  5  years. 
What  is  the  depreciation  on  machinery  like  that?  It  is  5  years  de- 
preciation. If  we  have  that  in  the  Tax  Code,  why  not  the  procure- 
ment policies? 

Now,  computer  hardware,  we  are  a  small  organization,  we  only 
have  a  staff  of  14,  we  spent  $60,000  on  new  computer  systems,  and 
we  know  it  is  going  to  be  out  of  date  in  2  years.  Actually  it  will 
probably  be  out  of  date  in  ^  hour.  The  technolc^y  moves  that  rap- 
idly. In  cases  like  that,  you  might  need  a  shorter  timeframe.  But  it 
has  to  be  adapted.  One  cat^orical  blanket  approach  unfortunately 
doesn't  work.  It  is  easy  to  l^islate  that.  It  is  even  easier  to  set  the 
regulations  in  place  for  it.  It  is  difficult  to  train  procurement 
people  so  they  understand  the  process. 

We  would  be  delighted  to  help  in  the  training,  objectively.  We 
have  international  conferences  constantly  going  on  on  what  is  in- 
volved in  how  to  make  a  gear,  what  are  the  technologies  required. 
We  have  yet  to  see  a  Navy  procurement  officer  show  up  at  these 
conferences  despite  the  fact  it  has  been  known  to  them. 

Mr.  Neal  of  Massachusetts.  I  would  recommend  the  Atlantic 
Magazine  this  month,  it  hfis  a  wonderful  series  on  a  host  of  prob- 
lems that  confront  the  procurement  department.  They  tend  to  rein- 
force, they  place  the  finger  of  support  rather  than  blame  on  a  host 
of  agencies. 

In  closing,  the  city  solicitor  came  in  to  me  one  day  and  said,  "Mr. 
Mayor,  I  have  had  some  great  news,  we  sent  Hie  towing  contract 
out  to  bid,  and  we  have  a  bid  that  is  very  low",  and  it  was  $14,  I 
think,  and  60  cents  per  ton.  I  said,  "Isn't  that  great?"  He  said, 
"Now  for  the  bad  news."  I  said,  "What  is  that?"  He  said,  "The  win- 
ning bidder,  this  fellow  doesn't  own  any  tow  trucks." 
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On  a  similar  basis,  I  think  that  applies  here  as  well.  We  have  to 
look  at  this  from  a  wide  range  of  issues  rather  than  the  simple 
issue  of  the  scandal. 

Mr.  NoRMENT.  I  rect^nize  this  is  a  very  complex  issue,  it  is  a 
very  difficult  issue.  There  are  a  lot  of  national  objectives  that  have 
to  be  combined  with  political,  economic,  diplomatic  concerns.  It  is 
easy  for  us  to  sit  on  one  side  and  say  "Here  is  the  fix,  boom,  boom, 
boom."  I  don't  have  to  worry  about  diplomacy.  I  don't  have  to 
worry  about  the  politics  of  an  issue.  I  just  have  a  domestic  gear  in- 
dustry to  represent. 

But  we  do  have  a  very  sincere  problem.  The  manufacturing  base 
is  disappeeuing.  Before  it  is  gone,  we  need  to  act. 

Mr.  Neal  of  Massachusetts.  Thank  you,  Madam  Chair. 

Chair  Oakah.  Thank  you,  Mr.  Need. 

Let  me,  if  these  articles  are  of  interest,  let  me  suggest  we  put 
summaries  of  them  or  all  of  them  as  part  of  the  record,  without 
objection. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Chair  Oakak.  Mr.  Norment,  you  really  have  that  plane  to  catch. 
Let  me  ask  you  in  writing  about — because  beyond  the  economic 
and  diplomatic  issues,  it  is  a  national  security  issue  as  well,  and  I 
wantea  jy^ou  to  respond,  you  don't  have  to  do  it  now,  but  your  asso- 
ciation IS  very  much  aware  of  the  crisis  situation  that  faced  the 
U.S.  battleship  Jowa  during  the  Libyan  confrontation.  I  think  it  is 
a  dramatic  illustration  of  how  important  a  single  part  of  compo- 
nent can  be  to  our  national  security. 

So  if  you  don't  have  time  to  respond  now,  we  would  be  happy 

Mr.  Norment.  I  can  cover  that  easily  in  the  time  I  have  avail- 
able. 

Chair  Oakab.  OK. 

Mr.  Norment.  The  Iowa  was  first  built  in  World  War  II. 

Chair  Oakak.  If  I  could  add,  my  own  district,  in  my  own  district 
we  recently  lost  two  young  men  who  served  their  country  very 
nobly  on  that  ship,  not  necessarily  related  to  the  question. 

Mr.  Norment.  The  Iowa  has  served  well  through  many  years 
and  is  still  a  ship  of  the  line.  Originally  many  of  the  components 
were  provided  by  Dresser  Industries,  who  subcontracted  them  to 
other  domestic  suppliers.  Obviously,  in  1945,  we  weren't  buying 
gears  from  the  GermEuis. 

When  we  reached  the  situation  where  it  was  decided  that  diplo- 
macy had  failed  and  military  response  was  necessary  in  the  case  of 
libya,  we  sent  in  the  Marines,  the  Navy,  and  the  Air  Force.  The 
Iowa  was  asked  to  go  serve  station  off  the  Gulf  of  Sidra,  and  it  pro- 
ceeded. About  half  way  there,  it  ran  into  a  problem. 

A  gear  had  been  installed  in  1944,  1943,  whenever  the  ship  was 
first  bmlt.  It  was  initial  equipment.  Forty  years  later — I  don't 
know  what  else  I  have  around  the  house  that  has  been  around  for 
40  years — but  it  Anally  failed.  It  wasn't  a  very  big  gear.  It  was  only 
about  10  or  12  inches  in  diameter,  about  2  or  3  inches  thick. 

The  problem  was,  it  was  a  gear  in  the  hydraulic  pump  system 
which  ran  the  rudder  of  the  ship.  So,  the  Iowa  found  itself  doing 
about  4  degrees  to  port  out  in  the  middle  of  the  Atlantic,  constant- 
ly. It  is  all  it  could  do. 
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Obviously,  a  call  went  out  immediately.  We  have  a  ship  that  is 
on  its  way  to  battle  station.  We  are  down,  we  need  to  be  fixed.  The 
Navy  shuffled  through  its  records,  found  out  that  the  systems  were 
done  by  Dresser.  Dresser  found  out  that  the  gear  was  made  by 
Lament  Gear  in  Norristown,  PA. 

Within  4  hours  of  identification  of  what  the  problem  weis,  the 
Navy  had  a  request  to  Lament  Gear  for  a  replacement  gear.  Now, 
if  they  were  to  make  one  that  was  going  to  last  another  40  years, 
the  process  would  have  taken  several  weeks,  maybe  montlw. 

But  in  this  case,  just  get  me  something  that  works  for  a  while 
while  we  build  a  permanent  replacement.  A  quick  fix.  Lamont  had 
the  designs.  Just  pulled  it  out  of  the  file.  Gear  companies  keep 
their  files  on  how  the  gear  was  made  and  designed  partially  be- 
cause of  product  liability  concerns,  but  they  keep  them  forever,  and 
engineers  are  also  pack  rats.  Pulled  out  the  design.  Made  a  copy  of 
the  gear,  shipped  it  back,  and  within  72  hours  of  failure,  the  ship 
waB  running  again. 

A  small  little  point.  Simultaneously,  a  squadron  of  F-llls  left 
England  and  were  told  they  could  not  fly  over  France.  Our  ally 
would  not  let  us  fly  the  planes  over  Prance  on  the  way  to  Libya. 
They  had  to  fly  edl  the  way  down  through  the  Straits  of  Gibraltar 
and  then  come  in,  requirii^  a  special  refiieting  mission  eilong  the 
way. 

Hypothetical  question:  What  would  have  happened  if  that  gear 
had  been  made  in  France?  Would  the  French  provide  us  the  gear 
for  the  Iowa?  I  doubt  it.  And  it  is  a  small  gear,  but  you  know,  for 
the  want  of  a  nail,  the  shoe  was  lost,  and  so  forth.  A  small  gear, 
but  critical  to  the  ability  of  that  ship  to  function. 

If  it  was  made  solely  by  a  foreign  source  and  a  foreign  source 
would  not  have  allowed  it  to  be  made  and  shipped  back  to  the 
United  States  or  could  not  have  produced  it  within  the  72-hour 
period,  we  would  have  lost  the  capability  of  that  ship  in  that 
action. 

Chair  Oakab.  All  right. 

Well,  thank  you  very  much.  We  appreciate  your  testimony  very 
much. 

Mr.  NoRBiENT.  I  appreciate  your  ability  to  accommodate  my  awk- 
ward schedule  today. 

Chair  Oakar.  Mr.  Hfirrigan,  you  have  taken  this  broad  perspec- 
tive of  the  problems  facing  the  defense  industrial  base.  Do  you 
have  a  sense  of  where  we  axe  headed  if  definitive  actions  Eire  not 
taken? 

Mr.  Harrigan.  Well,  I  think  we  have  been  undergoing  a  process 
of  indoctrination  for  a  number  of  years,  almost  since  the  1960's, 
and  I  think  we  need  to  have — and  discussing  the  specifics,  say,  of 
defense  procurement,  procurement,  to  have  a  wider  perspective 
and  to  see  the  problem  or  dependency  in  terms  of  our  lack  of  resil- 
ism  or  foreign  national  objections,  the  lack  of  understanding  of  our 
industrial  requirements  and  of  political  reality. 

If  we  had  had  to  get  the  defense  equipment  from  France,  as  Mr. 
Norment  indicated,  I  think  defense  procurement,  like  everything 
else,  hfis  to  be  considered  in  terms  of  a  particular  climate  of  ideas. 
And  in  this  country,  for  more  than  20  years,  we  have  heard  so 
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much  about  our  country  or  the  world  beii^  in  a  post-industrial 
phase. 

The  idea  was  that  the  United  States  could  live  by  h^h-tech  and 
service  industries  alone.  I  think  that  has  driven  a  lot  of  the  effects 
on  the  defense  industries  specifically.  People  thought  that  we  don't 
really  need  manufacturing  in  this  country.  We  were  going  to  leave 
manufacturing  to  other  countries,  that  we  were  so  wealthy  and  on 
such  a  high  plateau  of  success  and  prosperity  that  we  didn't  need 
smokestack  industries;  we  would  allow  smelters  to  go  to  Mexico. 

That  process  did  go  into  place,  so  that  in  industry  sdter  industry, 
we  have  lost.  And  in  mining,  for  instance,  we  buy  coal  from  abroad, 
which  has  had  a  devastating  impact  on  our  coal  mining  industry. 

So,  it  has  been  across  the  board.  In  the  debate  over,  I  think,  the 
lack  of  realism — been  seen  in  the  FSX  debate. 

To  just  touch  briefly  on  the  two  countries  that  concern  us  in  this, 
Japan  and  Germany,  many  of  the  speakers  who  said  let's  go  ahead 
with  the  FSX  deal  have  sfud,  well,  Japan  is  an  ally.  I  would  submit 
that  Japan  is  not  an  ally.  The  defense  treaty  that  we  have  with 
Japcui  places  m^or  obligations  on  the  United  States  to  defend 
Japan,  but  there  is  not  a  reciprocal  obligation. 

Japan  doesn't  have  any  obligation  under  the  treaty  to  defend  us. 
U.  Alexis  Johnson,  Under  Secretary  of  State  a  few  years  ago,  made 
an  observation  that  Japan  has  sai  insurtmce  policy  with  very  low 
premiums. 

We,  I  think,  both  our  offlcials  and  the  public  in  general,  have  not 
realized  it.  They  haven't  fully  appreciated  the  enormous  resources 
this  country  has  devoted  to  the  security  of  Japan.  In  the  last  year 
or  so,  people  have  said  the  Japanese  have  been  making  a  bigger 
effort.  They  have  more  destroyers  in  the  Pacific  than  we  do.  "ITiey 
are  concentrated  in  the  Japemese  home  waters,  however. 

But  we  continue,  despite  all  our  financial  diificulties  in  this 
country  and  the  cutback  in  our  defense  forces,  to  safeguard  Japan's 
vitfil  oil  lifeline  from  the  Persian  Gulf  to  the  home  islands.  "Those 
are  American  ships,  American  aircraft  and  American  taxpayer  dol- 
lars that  are  msiking  that  possible. 

So,  it  seems  to  me  that  the  FSX  debate  and  much  of  the  defense 
procurement  debate  Ificks  the  right  perspective.  We  don't  see  the 
excessive  burden  that  is  falling  on  the  United  States. 

In  the  case  of  Germany,  as  has  been  touched  on,  and  as  I  men- 
tioned, the  current  concern  is  about  Germany  moving  in  a  neutreil- 
ist  direction,  and  that  seems  to  be  pretty  well  agreed  by  observers 
in  this  country  and  Europe.  What  will  happen  in  the  future  if  Ger- 
many makes  a  real  commitment,  as  it  seems  to  be  doing,  to  trade 
with  the  Soviet  Union  and  the  East? 

It  looks  to  its  future  there.  They  do  not,  in  the  case  of  the 
LANCE  missile,  want  to  modernize  that  missile,  which  is  essential 
to  the  security  of  our  troops  in  the  country.  And  they  don't  want 
do  anything  that  is  provocative  to  the  Soviet  Union. 

Well,  one  of  these  days,  we  will  get  around  to  the  question  of  the 
defense  equipments  that  are  built  in  Germeuiy  and  supphed  to  U.S. 
Armed  Forces  and  then  I  am  sure  that  there  very  likely  will  be  a 
demand  that  they  cease  to  supply  that  anymore. 

They  won't  want  to  be  provocative  to  the  Soviet  Union.  And 
where  will  that  leave  us?  If  we  are  dependent,  as  I  gave  you  the 
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example  of  optical  equipment  for  some  of  our  Armed  Forces,  the 
problem  will  be  an  enormous  one,  althoi^h  I  think  that  the  FSX 
debate  was  useful  in  that  it  was — to  use  a  1960's  term,  a  conscious- 
ness-raising experience. 

Many  Senators  who  had  not  really  considered  these  international 
realities  suddenly  awoke  to  the  fact  that  our  national  interest  was 
being  sacrificed  time  and  again,  and  that  our  industrial  strength  is 
a  vital  part  of  our  national  interest,  that  we  can't  maintain  forces 
around  the  world  in  the  future  if  we  don't  have  the  facihties  right 
here  in  the  United  States. 

Chair  Oakab.  To  just  dovetail  on  your  comments,  Japan  is  obli- 
gated only  if  the  United  States — in  terms  of  protection  for  our 
members  of  the  military,  and  our  equipment,  they  are  obligated 
onJ^  if  the  U.S.  forces  are  attacked  within  the  territory  of  Japan. 

»],  it  is  interesting.  Let  me  ask  you  this  question:  the  July  1988 
DOD  report  entitled,  "Bolstering  Defense  Industrial  Competitive- 
ness," included  severed  conclusions  and  recommendations. 

On  foreign  dependencies,  the  report  concludes  that  from  the  na- 
tional security  perspective,  foreign  dependencies  and  technolt^es 
essential  to  defense  are  inherently  risky  and  minimizing  them 
should  be  a  DOD  and  national  priority.  Iliey  concluded  that.  This 
committee  did  not  conclude  that.  They  concluded  that  in  their 
report. 

There  is  at  present,  however,  no  reliable  system  even  to  identify 
such  dependencies,  not  to  mention  the  systems  to  minimize  them. 
How  do  you  believe  that  our  bUl,  H.R.  485,  addresses  the  concerns 
addressed  on  this  foreign  dependency  issue? 

Mr.  Harrigan.  Well,  I  think  it  will  require  the  Government,  De- 
fense Department,  to  purchase  American-made  equipment  except 
in  the  most  extraordinary  circumstances.  And  I  think  that  is  basic. 
There  has  been  great  resistance  to  the  idea,  and  there  still  is  great 
resistance  to  the  idea  of,  say,  of  buying  American  or  of  taking 
less — something  other  than  the  lowest  price,  yet  there  is  ample  his- 
torical precedent  for  this. 

Years  ago,  a  century  ago,  we  began  the  development  of  Govern- 
ment arsenals  for  essential  military  equipment  that  has  been  large- 
ly discarded  over  the  decades.  But  certainly  our  forefathers  saw  the 
necessity  of  providing  for  means  to  develop  and  manufacture  de- 
fense equipment  and  don't  just  leave  that  to  the  meu'ket. 

I  am  a  great  believer  in  free  markets  in  a  lot  of  things  in  the 
general  economy,  but  the  market  doesn't  have  any  appreciation  of 
strategic  factors.  A  company  has  no  requirement  to  consider  the 
national  interest  in  its  production,  it  has  to — and  especially  today 
in  terms  of  profit  calculations  on  the  short  term,  to  look  only  at  the 
bottom  line. 

I  don't  see  how,  over  the  long  run,  the  United  States  can  possibly 
obtain  the  necessary  equipment  for  its  security  unless  it  m^es 
some  very  direct  provision  for  the  research  find  development  of 
that  equipment. 

Chair  Oakas.  Is  there  a  surplus  in  services  in  terms  of  the  bal- 
ance of  trade,  in  terms  of  whether  or  not  the  services  have  been 
dropping  B^iflcantly  in  recent  years,  in  terms  of  our  trade  bal- 
ance? 
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Mr.  Habrigan.  I  can't  give  a  definitive  answer  to  that.  It  certain- 
ly hfis  not  been  the  cure-all  that  many  people  thought,  thought 
tiiat  we  could — but  we  are  not  the  only  country  that  thought  that. 
The  British  Government,  for  instance,  thought  that  they  could 
allow  their  industries  to  decline  and  that  they  could  depend  on 
London  as  the  great  Hnancieil  setting  of  the  world,  and  it  has  not 
worked  for  that  country,  and  its  overall  trade  deficit  is  now  at  the 
highest  point  in  the  history  of  Britain. 

I  don't  see  how  one  can  seriously  believe  that  the  manufacturing 
or  the  shufllii^  or  the  transfer  of  paper  assets  or  something  can 
possibly  compensate  for  the  production  of  real  goods,  especially 
those  with  great  added  value  such  eis  b^h-technology  electronics 
goods. 

Chair  Oakar.  What  do  you  think?  You  know,  the  themes  that 
run  through  both  testimonies  this  morning  is  that  the  deindustria- 
lization  of  our  industries  must  stop,  particularly  when  national  se- 
curity interests  are  at  stake.  What  is  preventing  such  action  to  be 
taken? 

We  have  reports  from  the  Defense  Department.  Do  you  know 
something  we  don't  about  why  they  don't  take  action? 

Mr.  Harrigan.  Well,  it  is  basically  an  unrealistic  view  of  the 
world.  Here,  in  the  early  1970'b,  we  had  oU  embargo  that  created 
an  enormous  havoc  in  our  country,  and  yet  today  we  are  edging  up 
toward  the  oil  dependence  we  had  at  that  period,  and  no  one  seems 
to  give  thought  to  it. 

We  Eire  allowing  our  domestic  oil  industry  to  deteriorate.  We  are 
concerned  about  the  economies  of  memy  other  countries,  producers 
of  raw  materials.  I  think  we  are  excessively  kindhearted  in  want- 
ing to  ftasist  them,  and  it  is  at  the  expense  of  our  own  mineral  pro- 
duction, whether  coal  or  other  minerals. 

We  are  dependent  on  Soviet  ferrochromie.  You  can  just  go  down 
the  list  There  isn't  any  sector  of  our  industry  that  doesn't  have 
some  trouble. 

As  I  mentioned  earlier,  many  people  thought  that  high-tech  com- 
puters were  the  answer.  Today,  we  find  our  computer  companies  in 
great  difficulty.  Our  companies,  as  we  have  said  in  our  organiza- 
tion, cannot  compete  against  countries  and;  of  course,  that  is  the 
prohlem  that  we  face  today  in  practically  every  area. 

We  are  not  dealing  with,  aa  in  FSX,  with  Mitsubishi;  we  are  deed- 
ing with  a  country,  with  a  considerably  different  economic  system 
that  knoi^  how  to  direct,  guide,  subsidize  and  focus  its  production 
on  all  its  business  relations  including  in  defense  production. 

Brazil  has  become  a  great  producer  and  salesman  of  defense 
equipment  around  the  world.  Again,  it  is  a  government-directed 
thing.  We  simply  can't  apply  our  rules.  Once  we  get  beyond  our 
shores,  it  seems  to  me,  we  can't  depend  on  the  same  rules  that  we 
employ  for  domestic  business  competition. 

When  we  get  into  the  area  of  international  commerce,  of  interna- 
tional competition,  defense  construction  or  something,  then  it 
seems  to  me  there  has  to  be  an  overriding  national  interest  ex- 
pressed, and  an  element  of  guidance  and  direction  or  the  safe- 
gufurding  of  the  factories  and  tiie  Uiboratories  that  produce  the 
equipment  so  necessary  to  us. 
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We  need  to  discriminate  between  our  system  as  it  operates  here 
and  our  international  operations.  That  is  what  I  would  submit. 

Chair  Oakaa.  Thank  you  very  much,  Mr.  Harrigan. 

Mr.  Neal. 

Mr.  Neal  of  Massachusetts.  During  the  last  presidential  cam- 
paign, the  two  candidates  for  President  spoke  of  cuts  in  the  Ameri- 
can military  posture,  and  in  each  instance,  they  talked  about  cut- 
ting our  nuclear  capability.  Isn't  the  simple  truth  of  the  matter 
that  conventional  weaponry  is  far  more  expensive  than  nuclear 
weaponry? 

Mr.  Harrigan.  Well,  I  don't  know  exactly  how  you  would  calcu- 
late it.  Our  nuclear  plants  are  in  a  very  decrepit  condition  and  will 
have  to  be  almost  completely  modernized,  rebuilt  at  an  enormous 
expense. 

As  I  say,  I  just  don't  know  how  one  would  break  that  down.  Both 
are  very  expensive,  and  I  firmly  believe  that  nuclear  weaponry  cer- 
tamly  ie  essential,  as  I  cited  the  case,  the  case  of  the — our  forces  in 
Germany,  that  we  are  unwilling  to  have  them  there  in  effect  more 
or  less  as  hostages,  aa  an  insurance  policy  for  the  Germans,  and  yet 
deprive  them  of  the  most  advanced  weaponry  which  they  would 
need  for  their  survivEil,  and  advanced  weaponry  possessed  by  our 
potential  adversary  in  that  part  of  the  world. 

Mr.  Neal  of  Massachusetts.  The  point  I  guess  that  I  am  tryii^ 
to  raise  is  this:  Ctm  we  not  this  morning  make  the  argument  that 
while  we  had  a  steted  desire  to  upgrade  our  military  posture  or  at 
least  conventional  forces  and  nuclear  forces,  that  President  ReE^an 
did  not  desire  at  that  time  to  pay  for  it  in  real  terms,  and  while  we 
did  witness  a  tremendous  peacetime  militfiry  buildup,  the  truth  is 
that  we  didn't  pay  for  it? 

Mr.  Harrigan.  Yes,  we  didn't  really  provide  enough  money  for, 
what  Admiral  T.H.  Moorer  referred  to  as  consum^les,  are  fuel, 
ammunition,  spares  and  maintenance  and  80  forth,  that  are  essen- 
tial to  effect  a  truly  ready  armed  force. 

I  think  the  public,  in  looking  at  the  defense  expenditures,  often- 
times fails  to  realize  that  more  than  half  of  those  expenditures  go 
for  personnel  or  personnel-related  expenditures.  The  amount  of 
money  that  actuEilly  gets  into  hardware  and  for  training  and 
upkeep  emd  supply  is  really  a  rather  small  part  of  the  defense 
budget. 

Mr.  Neal  of  Massachusetts.  I  guess  the  leist  issue  I  would  like 
to  raise  with  you,  do  you  think  that  America  has  been  swept  up 
with  the  service  sector  portion  of  our  economy? 

Mr.  Harrigan.  Oh,  yes,  absolutely.  You  can't  pick  up  a  magazine 
in  recent  years  that  hasn't  sold  the  advcmtages  of  services  or  ad- 
vantages of  high-tech.  High-tech  is  importent,  of  course,  essential; 
but  h^h-tech  was  created  to  serve  basic  industries,  to  make  the 
smokestack  industries  more  productive. 

It  doesn't  exist  just  in  a  vacuum.  If  a  computer  is  built,  it  is  to 
B^^e  a  manufacturing  puipose.  It  has  other  needs,  but  that  is  a 
vital  part  of  it. 

Mr.  Neal  of  Makachusetts.  We  kind  of  lost  track  of  the 
thought  that  America  was  made  mighty  because  of  our  ability  to 
make  something. 
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Mr.  Harrioam.  Right.  You  had  a  condition  a  number  of  years,  I 
think,  in  the  United  States  where  you  have  these  enormous,  expen- 
sive, glistening  corporate  headquarters,  but  you  get  out  in  the 
country  and  look  at  their  factories.  If  they  are  in  manufacturing, 
you  wUl  find  that  they  were  built  in  the  1920's,  1930's  and  1940*8. 
They  are  old. 

If  you  go  through  so  many  areas  of  the  United  States,  you  find 
very  old  factories.  And  the  profits  have  often  come  &om  diversifica- 
tion into  non-manufacturing  sectors,  short-term  profits. 

I  mean,  you  may  have  a  prosperous  period,  but  for  the  short  run. 
In  the  long  run,  you  Eu-e  going  to  lose  if,  as  the  other  gentleman 
said,  if  all  the  gear  manufacturing  of  the  world  is  going  to  be  done 
somewhere  else;  then  we  are  going  to  really  suffer  in  the  Aiture. 

Mr.  Neal  of  Massachusetts.  Last,  isn't  there  a  particular  irony 
this  morning  when  we  lament  the  loss  of  our  meuiufacturing  posi- 
tion in  the  world,  if  we  tried  today  to  relocate  some  of  those  old 
smokestack  industries,  there  would  be  enormous  citizen  outcry  in 
opposition  to  putting  them  in  the  middle  of  communities  as  weU? 

Mr.  Haiuugan.  Yes.  People  don't  want  them.  We  are  relocating 
them  in  Mexico,  where  there  is  something  like  800  Americtm 
plants  south  of  the  border.  As  always,  we  are  concerned  about  that 
m  terms  of  how  Americans  will  be  employed  in  the  future. 

I  know  the  Mexicans  need  jobs,  but  Americans  need  jobs  as  well, 
and  every  plant  that  goes  to  Mexico  or  Taiwan  or  the  Philippines 
or  somewhere,  is  a  plant  that  doesn't  go  into  Massachusetts  or 
Ohio  or  California  or  wherever.  I  don't  tlunk  we  appreciate  that  in 
this  country. 

Basically,  I  think  it  is  a  mental  fix  that  we  have  that  causes  our 
problems  with  defense  production  and  with  our  industrial  problem 
generally.  We  don't  think  we  really  need  to  have  these  things. 

Mr.  Neal  of  Massachusetts,  hi  a  sense,  we  have  become  ob- 
sessed with  the  glitz? 

Mr.  Harrigan.  I  think  that  sums  it  up  very  accurately. 

Mr.  Neal  of  Massachusetts.  Thank  you.  Madam  Chair. 

Chair  Oakak.  Let  me  state  for  tiie  record  something  that  is  inter- 
related. The  Chair  certainly  hopes  that  the  voluntary  restraint 
agreements  are  continued  in  the  area  of  steel.  One  of  the  thii^ 
that  is  interesting  is  that  while  in  1988,  they  had  a  kind  of  boom- 
ing year.  One  of  uie  things  that  they  are  mandated  to  do  with  their 
profits  is  to  put  it  back  into  R&D  and  to  build  and  replace  and 
modernize  state-of-the-art  milU. 

Frankly,  I  have  one  in  my  District  that  is  state-of-the-art  that 
can  be  competitive  if  they  are  on  the  same  line  with  other  coun- 
tries. And  beyond  even  national  security  implications,  certainly  it 
is  an  economic  boom  to  various  regions,  including  the  regions  that 
ironically  the  three  of  us  hail  from,  which  is  the  Northeast-Mid- 
west area,  where  70  percent  of  steel  manufacturing  takes  place  in 
this  wonderful  country  of  ours. 

We  are  delighted  to  have  the  computer  technology  from  Cedifor- 
nia  and  Massachusetts  and  other  areas  to  complement  these  mills. 
The  mills  in  my  District  are  terribly  different  than  they  were  10 
and  15  years  ago. 

They  are — you  don't  see  those  hot  burning  furnaces  to  the  degree 
that  we  used  to,  and  so  on.  The  only  way  you  can  get  at  various 
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induBtries  who  in  good  faith  want  to  modernize  and  compete  is  to 
have  them  operate  on  the  same  trade  line  as  other  areas. 

That  is  an  economic  issue  as  well  as  a  national  security  issue.  So 
I  just  wanted  to  state  my  strong  support — support  for  that  agree- 
ment for  the  record,  because  I  think  it  is  interrelated  with  the  dia- 
logue that  we  are  having  today. 

I  am  happy  to  have  Ms.  Kaptur  here,  who  has  worked  <m  these 
issues  as  well.  Delighted  to  have  you  ask  questions  or  give  an  open- 
ing statement,  whatever  way  you  would  like  to  proceed. 

Ms.  Kaptur.  I  thank  the  Chair  for  holding  this  hearing  emd  also 
to  say  that  it  was  this  subcommittee  back  in  1983  emd  1984  that 
first  b^an  holding  hearings  around  the  country  on  the  condition  of 
our  industrial  base.  It  is  so  interesting,  Mr.  Harrigan,  to  hear  you 
talk  and  to  say  things  that  were  not  in  the  public  rhetoric  6  and  7 
years  e^o. 

So,  I  think  that  even  though  we  may  not  have  achieved  l^isla- 
tively  some  of  the  steps  that  Eu-e  necessary,  I  think  that  one  of  our 
greatest  achievements  over  the  past  8  years  is  getting  the  Ameri- 
can people  emd  the  public  in  general  to  focus  on  this  issue. 

We  have  seen  it  on  the  front  pages  of  the  Wall  Street  Journal, 
Time,  Newsweek,  and  now  MET  just  did  the  m^or  new  study, 
"Made  in  America",  where  they  surveyed  over  500  companies  in 
the  world,  those  who  made  it  and  those  who  didn't,  and  gettiog  the 
complimentiiry  volumes  on  our  growing  dependency. 

These  were  things  not  talked  about  several  years  ago,  so  you  are 
beginning  to  see  American  opinion  mobilize.  I  have  to  say  that  it 
has  been  a  slow  and  steady  e^ort.  Some  people,  including  the  Chair 
of  this  committee,  and  other  Members,  have  pushed  very  hard. 

So,  in  some  ways,  it  is  heartening  to  have  you  before  the  commit- 
tee, and  I  sense  that  change  will  occur  as  people  understand  how 
serious  this  situation  is.  I  was  interested  in  your  comments  on  the 
condition  of  Amerioui  plants. 

I  am  wondering,  in  your  travels  around  the  world,  if  you  could 
tell  us  a  little  more  about  those  industries  that  you  consider  to  be 
troubled  in  this  country,  because  of  the  ^e  of  their  plant,  and  then 
to  toll  us  based  on  your  travels  and  your  work,  where  you  have 
seen  some  of  the  most  modem  facilities  in  the  world. 

I  will  just  tell  you  from  my  own  experience,  I  have  never  trav- 
eled to  South  Korea.  I  have  been  in  Japan,  and  I  think  I  have  gone 
through  several  steel  nulls  in  this  country,  and  then  traveling 
there,  going  through  their  mills,  it  was  the  most  sobering  experi- 
ence and  one  that  I  will  never  forget. 

I  talk  about  it  to  audiences  all  the  time.  There  must  be,  and  I 
know  also  in  Ohio — I  was  in  Honda,  where  they  brought  over  tech- 
nology from  their  sister  companies,  said  I  have  seen  the  lai^est 
stamping  press  in  my  life.  Iliey  also  had  the  largest  int^rated 
weldmg  machine  I  have  ever  seen,  and  a  press  that  stamps  the 
whole  side  of  the  car  eiltogether. 

They  wouldn't  let  us  take  pictures  of  it  or  anything  like  that.  It 
was  just  a  very,  very  impressive  place.  I  was  wondering  if  you 
could  walk  us  through  some  of  the  worst  examples  that  you  could 
think  of  in  the  United  Stotes,  troubled  industries,  industries  in 
need  of  attention,  and  then  some  of  the  premier  exfunples  you  have 
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seen  anywhere  in  the  world,  where  you  see  cutting  edge  technol- 
ogies. 

Mr.  Haiuugan.  Let  me  begin  by  saying  I  am  certainly  aware  of 
your  work  in  this  area  and  your  focusing  on  the  problems.  I  know 
that  your  District  v/as  once  a  great  leader  in  glass  production. 

I  remember  several  years  ago,  when  the  glass  industry  was  de- 
clining, Federal  training  funds  were  being  given  to  a  new  Japanese 
glass  manufacturing  center  in  the  middle  part  of  Ohio,  which 
seems  to  me  strange.  You  had  a  center  that  was  famous  for  glftss- 
making,  the  money  went  elsewhere. 

I  guess  Germany  is  the  great  leader,  and  one  has  to  admire  all 
that  the  Germans  have  accomplished  in  every  field.  I  was  over 
there  just  a  couple  of  months  ago.  It  is  an  extraordinary,  aa  every- 
one has  mentioned. 

Of  course,  the  German  steel  industry,  too,  is  also  very  heavily 
subsidized. 

South  Korea  built  a  $3  billion  steel  mill  a  few  years  ago;  70  per- 
cent of  that  mill  was  owned  by  the  government.  So,  when  we 
deploy,  say,  40,000  troops  in  Korea,  and  I  am  certainly  not  eigainst 
that,  we  are  relieving  that  country  of  a  necessity  for  carrying  part 
of  its  defense  burden,  and  those  funds  are  available  to  the  govern- 
ment  to  invest  in  industrial  development. 

I  think  you  see  that  situation  in  many  parts  of  the  world.  On  a 
related  matter,  you  mentioned  the  Honda  plant. 

Our  orgemization  has  been  veiy  concerned  about  the  so-called 
transplants  in  the  United  States.  Practically  every  Governor  in 
this  country  is  running  to  Japan  to  try  to  get  a  plant  in  his  State. 
Many  States  have  offices  in  Tokyo,  and,  of  course,  many  plants 
have  been  built. 

But  I  recall  a  meetii^  of  the  Illinois  Mfuiufacturers  Association 
that  I  attended.  It  was  for  American  owned,  American  directed 
companies  in  the  State  of  Illinois.  The  manufacturers  made  the 
point  that  while  Japan's  plants  created  great  public  excitement 
and  press  and  so  forth,  actually  they  were  destroying  more  jobs 
than  they  created. 

I  think  a  very  good  case  can  be  made  there.  First  of  all,  most  of 
the  States  invest  in  heavy  subsidization  of  those  plants.  Kentucky 
gave  over  $500  million  to  Toyota  to  build  their  j)\aa.t  in  the  State. 
In  addition,  a  Japanese  contractor  was  hired  to  construct  that 
plant.  And  what  they  do,  of  course,  is  they  bring  in  a  whole  net- 
work of  companies,  of  suppliers  with  which  the  companies  have 
had  close  relations,  often  for  decades.  So  that  the  American  content 
of  the  production  of  these  plants  is  very  questionable. 

We  made  the  point  time  and  time  again  that  the  country  ought 
to  know  how  much  American  content  there  is  in  a  Honda  plant 
and  a  Nissfin  plant  or  a  Toyota  plant,  and  you  can't  get  the  answer 
to  that,  I  would  submit,  by  asking  the  chief  executives  of  those  sub- 
sidiaries of  the  Japanese  companies.  We  would  have  to  have  heiir- 
ings  before  Coi^p-ess  in  which  the  office  of  those  compemies  are  put 
under  oath.  What  I  suspect  and  many  people  have  said  is  that 
what  you  would  find  is  that  most  of  the  American  content  consists 
of  labor  and  transportation  and  that  the  parts  are  coming  in  from 
abroad. 
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So  they  are  not  really  augmenting  our  real  industrial  capacity. 

They  are  putting  things  together.  We  hear  that  complaint  Irom 

glass-makers,  people  who  make  rubber  parts  for  automobiles,  who 

make  carpets  for  automobiles.  They  say  they  simply  can't  get  con- 

,  tracts  witli  these  companies  unless  they  enter  into  a  joint  venture. 

Ms,  Kaptuh.  We  tried  to  n^otiate  that  point  particularly  with 
the  Japanese,  because  they  are  taking  about  one-third  of  our 
market  now,  and  we  had  these  auto  parts  negotiations  that  Presi- 
dent Reagan  had  trade  negotiators.  We  pushed  them  to  do  this  in 
the  country  because  the  auto  trade  deficit  with  Japan  is  the  largest 
s^ment  of  the  trade  deficit  with  that  country. 

What  was  reedly  interesting  was  our  own  negotiators,  during  the 
last  administration  were  not  willing  to  stand  up  for  this  country. 
In  fact,  the  two  top  negotiators,  one  of  whom  we  got  to  have  mid- 
way in  the  process  because  he  was  seeking  a  job  with  Japan's 
firms,  I  believe  he  is  now  working  for  Ke<^h  Motors,  and  the  other 
one  is  working  for  Diotsu. 

So  one  of  &e  problems  here  in  Washington  is  that  the  whole 
trade  sector  is  riddled  with  people  whose  loyedties  are  not  neces- 
sary to  U.S.  industry.  The  problem  is  severe.  In  terms  of  getting 
even,  the  definition  of  content,  we  wouldn't  get  it  because  our  own 
negotiators  weren't  willing  to  negotiate  for  it.  Now  we  Eu*e  told, 
well,  United  States  of  America,  Europe  will  define  what  the  defini- 
tion of  content  is  for  1992  because  they  are  worried  about  their 
own  native  industries  there. 

I  find  the  whole  negotiating  arena  just  riddled  with  people  who 
are  in  here  for  a  couple  of  years.  They  use  their  position  in  the 
Government  and  then  go  out  and  work  for  some  foreign  company 
because  it  is  lucrative  to  do  that  now,  but  I  think  it  doesn't  speak 
well  for  our  country  sind  for  the  kind  of  loyalty  and  commitment  it 
will  take  to  turn  this  around.  So  we  have  fought  and  fought  and 
foi^ht  on  that  issue  to  try  to  get  a  definition  so  we  could  even 
mefisure  how  many  parts  these  companies  are  bujdng.  We  have 
held  conferences  to  try  to  get  manufacturers  in  this  country  to  go 
with  Japan's  suppliers.  Most  of  it  for  not  very  few  purchases. 
Honda  has  great  press  releases,  and  perhaps  is  buying  more  local- 
ly-made parts  than  some  of  the  other  firms,  but  overall  you  are  cor- 
rect. The  labor  and  transportation,  you  really  can't  get  the 
number. 

The  high,  added  in  numbers  Eu:e  not  the  ones  they  are  concen- 
trating on.  They  are  buildii^  their  own  ei^ne  plant  down  there  in 
Marysville.  So  I  just  wanted  to  get  your — you  are  sayii^  that  you 
see  premier  industries  in  Germany? 

Mr.  Harrigan.  Yes. 

Ms.  Kaptur.  Very  modem  and  up  to  date.  Also  in  South  Korea? 

Mr.  Harrigan.  Yea. 

Ms.  Kaptur.  Any  other  place?  What  about  Brazil? 

Mr.  Harrigan.  I  am  not  really  familiar  with  Brazil.  I  have  not 
been  there.  They  have  a  very  successful  business  in  producing 
tanks,  armored  cars,  aircraft,  a  great  many  of  which  are  used  in 
this  country  by  commuter  airlines.  Whereas,  by  the  way,  I  m^ht 
mention,  American  light  aircraft  ceumot  be  sold  in  Brazil.  They 
have  a  strictly  protected  market  for  their  l^ht  aircraft. 
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One  final  word,  even  to  raise  some  of  these  questions  about  con- 
tent  in  recent  years  hfts  resulted  in  being  accused  of  Japan  bash- 
ing. I  have  great  admiration  for  all  that  the  Japanese  have  accom- 
plished. They  have  a  very  keen  sense  of  their  nationed  interest. 
They  know  what  is  good  for  their  country;  they  grasp  the  realities 
of  the  world.  They  are  determined  to  make  gains  for  their  people 
that  enrich  their  people  and  that  is  admirable. 

I  couldn't  imiigine  Jajpan  entering  into  an  FSX  deal  if  the  shoe 
was  on  the  other  foot,  if  they  had  technology  and  they  feared  that 
we  might  develop  an  air  frame  industry.  But  we  have  little  sense  of 
our  national  interest  or  at  least  the  relation  of  our  industrial  inter- 
est to  our  defense  industries.  Americana  want  to  be  well  defended, 
but  they  don't  see  the  relationship  between  the  industrial  compo- 
nent and  the  forces  that  are  eictually  deployed  abroad. 

Ms.  Kaptur.  You  know  what  amazes  me,  I  wonder  where  our 
muster  is.  It  used  to  be  that  when  we  wanted  to  build  a  national 
highway  system,  we  passed  major  l^islation.  We  worked  t<%ether 
as  a  country,  and  we  got  it  bmlt,  and  we  connected  this  country 
one  end  to  another.  When  we  were  concerned  about  a  Soviet  threat 
and  who  was  going  to  control  the  heavens  and  we  managed  to  land 
a  man  on  the  moon  and  created  NASA,  we  did  it.  When  we  wanted 
to  make  sure  that  we  grew  food  in  this  country  for  all  of  our 
people,  we  created  a  whole  farm  credit  system  and  Department  of 
Agriculture. 

So  we  have  the  capacity  to  work  together  as  a  society  once  we  set 
our  minds  to  it.  I  have  a  hunch  that  that  is  the  direction  in  which 
we  are  moving.  I  think  years  from  now  you  will  look  at  yourself  in 
the  mirror  and  say,  "I  was  ''^^^  glad  there  in  the  1980's  I  spoke 
up.  I  didn't  sit  in  front  of  the  TV  set  and  vegetate  for  my  me.  I 
really  helped  turn  America  when  she  needed  me."  So  sometimes 
when  you  get  frustrated,  just  know  that  you  are  part  of  that  cut- 
ting edge,  and  cutting  edge  people  always  feel  that  frustration,  be- 
cause you  are  trying  to  change  minds. 

I  wanted  to  just  mention  for  the  record,  there  is  an  interagency 
committee  that  the  President  has  authority  to  convene  tmd  listen 
to  on  the  whole  question  of  foreign  acquisitions  for  industry  that 
might  have  a  negative  impact  on  our  defense  base.  It  is  my  under- 
standing that  that  committee  has  never  rejected  any  acquisition.  I 
think  when  Fairchild  Industries  and  Secretary  Baldrige  at  that 
time  raised  that  whole  issue,  it  was  turned  down,  I  think,  before  it 
even  got  to  that  committee.  But  it  is  interesting  to  have  these 
structures  within  the  executive  to  try  to  get  a  handle  on  whether 
or  not  the  acquisitions  that  are  occurring  might  be  damf^ing  to 
our  defense  base. 

But  for  some  reason,  they  are  crippled.  They  are  not  really,  they 
don't  function  very  well,  and  they  are  not  geared  up  to  m^e  the 
kind  of  assessments  that  both  you  and  the  other  witnesses  this 
morning  were  talking  about,  even  knowing  who  is  buying  what  we 
have  and  whether  or  not  it  is  having  a  long-term  negative  impact 
on  our  ability  to  produce  certain  key  components. 

Have  you  had  any  experience  with  that?  I  can't  remember  the 
name 

Mr.  Harrigan.  The  Joint  Committee  for  Foreign  Investment,  or 
something  of  that  nature.  I  believe  there  has  been  one  recent 
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action  by  them  involvii^  a  ceramics  company  here  within  the  last 
few  months,  since  ceramics  are  related  to  missile  and  space  actions 
and  so  forth.  I  believe  before  you  came  in  the  hearing  room,  I  made 
reference  to  the  International  Bank  Note  Co.,  which  is  in  danger  of 
being  acquired  in  a  hostile  takeover  by  a  Jai»nese  company  and 
whioi  has  some  key  patterns  on  holograms  which  Eire  applicable  to 
Naw  submarine  warfare. 

I  have  no  business  relationship  with  them  whatsoever.  I  never 
even  heard  of  them,  but  I  became  concerned  about  it  in  a  Wall 
Street  Journal  article.  The  proxy  t^ht  will  be  resolved  at  the  end 
of  this  month.  I  called  the  lawyer  for  the  company,  and  they  told 
me  that  they  had  sent  some  materieil  to  the  committee  but  that  the 
proxy  fight  most  probably  would  be  over  by  the  time  they  had  a 
chance  to  look  over  the  documents. 

But  there  is  a  case  where  we  are  going  to  lose  a  strategic  technol- 
ogy  by  inaction,  by  not  having  a  real  mechanism  for  ascertaining 
what  is  involved  in  something  of  this  nature. 

Mb.  Kaptur.  I  wonder  what  they  do  over  there. 

Chair  Oakab.  Well,  we  are  goii^  to  ask  them  next  week  at  the 


Ms.  Kaptur.  Could  I  ask  one  final  question? 

Chair  Oakar.  Sure. 

Ms.  Kaptur.  Have  you  had  a  chance  to  visit  or  review  the  experi- 
ence of  Semitech  in  Austin  or  the  National  Center  for  Manufactur- 
ing Sciences  in  Ann  Arbor,  which  are  two  efforts  that  are  partially 
funded  by  the  Defense  Department  but  largely  private  industry  for 
domestic  companies  that  are  trying  to  jointly  develop  cutting  edge 
technologies.  Do  you  have  any  comment. 

Mr.  Hasrigan.  No,  I  have  not  had  an  opportunity  to  visit.  I  have 
had  some  correspondence  wit^  Admiral  Inman,  who  heads  that,  I 
believe.  It  was,  of  course,  it  took  all  sorts  of  extraordinary  efforts 
with  the  Justice  Department  to  allow  that  combination.  It  is  my 
understanding — and  I  don't  want  to  pose  as  any  expert  in  this 
field — that  worthy  as  that  is,  important  as  it  is,  it  is  dwarfed  by  a 
similar  effort  in  Japan,  where  the  resources  devoted  to  this  kind  of 
thing  are  on  perhaps  more  than  $1  billion.  There  is  foreign  involve- 
ment in  our  universities,  our  research,  with  the  endowing  of  chairs 
at  universities  which  give  other  countries  entry  into  this.  People 
are  studying  here  and  taking  home  the  technical  expertise  that 
they  have  acquired  here. 

Ms.  Kaptur.  What  is  interesting  is  in  my  own  State,  and  the 
Congresswoman  fdso  knows,  representing  parte  of  northern  Ohio, 
Honda  just  brought  a  production  industry  fdong  with  their  re- 
search facilities  down  to  Columbus. 

Southwest  of  Columbus,  and  the  glass  making  capacity  that  you 
referred  to  in  my  district,  the  Japanese,  the  second  largest  Japa- 
nese ^ass  company,  bought  a  20  percent  share  in  that  company 
and  the  third  largest  glass — Japan's  glass  company  just  endowed 
the  first  chair  in  ceramics  research  at  my  local  university.  Poking- 
ton  is  the  largest  glass-producer  in  the  world.  And  our  university 
was  known  as  the  glass  center  of  the  world.  So  we  just  see  it  so 
directly.  We  are  r^ht  on  the  inside. 

Chair  Oakar.  'Inank  you  very  much.  Let  me  just  say  just  a 
couple  quick  points,  and  that  is  I  do  think  if  you  saw  the  Alcoa 
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Press  in  Cleveland,  you  m^ht  be  surprised  at  how  lai^e  it  is  in 
terms  of  comparing  it  with  the  other  plant. 

But  I  think  what  we  have  to  keep  in  mind  is  that  we  do  fulfill 
requirements  such  as  OSHA  and  inspections  and  so  on  that  are  not 
necessarily  part  of  the  guidelines  for  fore^  companies.  They  do 
not  have  the  areas  of  work  hazards.  We  are  proud  of  the  fact  that 
we  feel  we  have  to  have  a  safe  environment,  and  so  forth. 

But  there  are  more  restrictions  in  this.  And  this  committee  is 
really,  legitimately  concerned  about  these  issues,  and  I  really  per- 
sonally hope  that  we  can  work  out  a  structure  with  the  Defense 
Department  relative  to  passing  the  Defense  Production  Act.  I  hope 
it  does  not  get  to  a  sort  of  quasi-confrontational  situation,  because 
we  thought  we  were  getting  somewhere  with  Mr.  Costello,  who  ap- 
parently is  no  longer  with  the  Defense  Department.  He  was  sort  of 
overruled  by  0MB,  which  does  not  have  any  expertise  in  this  area 
whatsoever,  and  only  shovels  papers  and  numbers  around.  So  it  is 
important,  but  somehow  along  the  line  defense  experts  are  over- 
ruled when  they  have  a  view. 

I  want  to  thank  you,  Mr.  Harrigan,  and  let  me  announce  that 
tomorrow  we  are  going  to  continue  with  this  series  of  these  hear- 
ings. We  will  have  Admiral  Thomas  Moore,  now  retired,  the  former 
Chairman,  Joint  Chiefs  of  Staff,  and  is  currently  a  senior  advisor 
for  the  Center  for  Strategic  and  Internationed  Studies;  Ken  Bern- 
hardt, the  acting  president  of  Hamilton  Technology  from  Lancas- 
ter, PA;  and  Matthew  Coffey,  who  is  president  and  CEO  of  the  Na- 
tional Tooling  and  Machinists  Association. 

I  think  it  is  difficult  sometimes  for  individuals  to  come  back  and 
talk  about  these  kinds  of  situations.  Individual  companies  have  a 
very  difficult  time  because  they  don't  want  to  be  prejudiced  agztinst 
if  they  are  bidding  for  certain  contracts  and  so  on  as  well.  And  we 
would  hope  that  in  the  spirit  of  openness  which  our  country  has 
always  stood  for  that  they  will  not  have  an  difficulties  because  of 
the  testimony. 

This  concludes  this  hearing.  Thank  you  very  much,  witnesses 
and  Members. 

[Whereupon,  at  11:50  a.m.,  the  hearii^  was  adjourned  subject  to 
the  call  of  the  Chair.] 
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1989 


Thundar,  May  18,  1989 

House  of  Representatives, 
Subcommittee  on  Ekx)NOMic  Stabilization, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  recess,  at  10:20  a.m.,  in  room 
2220,  Rayburn  House  Office  Buildiog,  Hon.  Mary  Rose  Oakar 
[chair  of  the  subcommittee]  presiding. 

Present:  Chair  Oakar,  Representative  Neal  of  Massachusetts. 

Also  present:  Representatives  Shumway  and  Paxon. 

Chair  Oakar.  The  subcommittee  will  come  to  order. 

Today  the  Subcommittee  on  Economic  Stabilization  continues  its 
l^islative  hearings  on  H.R.  486,  the  Defense  Production  Act 
Amendments  of  1989,  and  the  entire  issue  of  the  Defense  Produo- 
tion  Act. 

Because  we  are  starting  late  and  had  hearings  yesterday,  let  me 
abridge  my  remarks  and  say  that  we  are  very  grateful  to  have  the 
witnesses  that  we  have  today.  We  will  be  delighted  to  introduce 
them.  I  will  just  abridge  my  remarks  so  that  we  can  get  off  to  a 
fast  start. 

We  are  a  little  late  because  of  a  vote  on  the  journal,  but  we  are 
delighted  to  have  everyone  here. 

At  this  time,  I  would  like  to  yield  to  my  distinguished  minority 
leader  who  yesterday  was  not  able  to  be  here  because  he  visa  meet- 
ing with  President  Bush.  You  had  a  good  excuse.  [Laughter.] 

We  are  delighted  to  have  you  here. 

I  will  give  you  my  time,  as  you  would  like. 

Mr.  SiroMWAY.  I  have  always  heard  that  socially  an  invitation 
from  the  President  takes  precedence  over  everythii^  else.  I  do  not 
know  if  that  is  true  l^islatively  or  not.  [Laughter.] 

I  understand  that  my  remarks  were  filed  for  the  record  yester- 
day, and  that  consequently  I  will  abridge  my  remarks  here  to  zero, 
other  than  to  welcome  the  witnesses.  I  look  forward  to  their  testi- 
mony. 

Chair  Oakar.  Thank  you. 

[The  prepiired  statement  of  Hon.  Mary  Rose  Oakar  can  be  fotmd 
in  the  appendix.] 

Chair  Oakar.  Our  first  witness.  Admiral  Moore,  is  going  to  be 
here  in  a  few  minutes.  But  we  are  going  to  proceed  with  Mr.  Ken- 
neth R.  Bernhardt,  who  is  the  former  president  of  Hamilton  Tech- 
nology, Inc.,  of  Lancaster,  PA. 
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We  are  delighted  to  have  you  here,  sir. 

Following  Mm  will  be  Mr.  Matthew  Coffey,  who  is  president  and 
CEO  of  the  National  Tooling  and  Machine  Association.  We  are 
very  happy  to  have  both  of  you  gentlemen. 

Please  proceed  in  whatever  way  is  most  comfortable. 

STATEMENT  OF  KENNETH  R.  BERNHARDT,  FORMER  PRESIDENT, 
HAMILTON  TECHNOLOGY,  INC.,  LANCASTER,  PA 

Mr.  Bernhardt.  Well,  good  morning.  Madam  Chair,  and  Mem- 
bers of  the  committee. 

I  appear  before  you  today  as  a  citizen  concerned  about  ^e  de- 
fense and  industrifd  preparedness  of  our  country. 

I  fully  retired  last  month  as  president  of  Hamilton  Technology,  a 
company  which  for  the  last  36  years  has  directed  100  percent  of  its 
efforts  to  that  segment  of  ordnance  products  requiring  the  design, 
the  development  emd  production  of  mechanical,  electro-mechanical, 
and  electronic  fusing  for  artillery,  mortars  and  rockets,  safe  and 
arming  devices  for  a  variety  of  missiles,  and  precision  timing  de- 
vices for  various  applications,  including  several  land  mine  pro- 
greuns. 

Last  year  I  had  the  opportunity  to  meet  with  this  committee  to 
express  my  concerns  on  the  erosion  that  heis  been  occurring  to  the 
industrial  preparedness  and  the  mobilization  capabilities  of  our 
country.  Today,  I  appear  before  you,  and  I  am  disturbed  to  report 
that  events  and  actions  have  taken  place  this  past  year  which  con- 
tinue  this  erosion. 

Since  I  last  met  with  you,  two  of  the  few  remaining  fuse-produc- 
ing companies  went  out  of  business.  They  are  Sooner  Defense,  in 
L^e  Wfdes,  FL,  and  Action  Manufzicturing  Co.  in  Philadelphia, 
PA. 

Other  large  corporations  have  divested  portions  of  their  defense 
businesses  or  sold  their  entire  businesses  to  others. 

In  some  cases,  these  companies  now  have  foreign  ownership.  A 
few  examples  are  International  Signal  and  Control,  which  has  been 
merged  with  Ferranti  of  England.  Accudyne  has  been  sold  to  Astra, 
an  English  holding  company,  and  KDI's  defense  segment  is  up  for 
sale. 

We  have  all  read  that  Honeywell  has  or  is  in  the  process  of  sell- 
ing three  divisions  which  are  heavily  involved  in  the  manufacture 
of  defense  products. 

Even  as  I  speak,  Hamilton  Technology  is  in  the  process  of  being 
sold  to  a  major  competitor,  and  since  both  companies  are  in  the 
same  markets,  making  the  same  products,  future  consolidations 
could  result  in  another  diminution  of  the  base. 

Existing  laws,  regulations  and  policies  have  not  demonstrated 
their  adequacy  to  reverse,  slow  down  or  stop  this  continual  weak- 
ening of  our  industrial  base  and  our  mobilization  capability,  even 
though  such  laws,  regulations  and  policies  have  language  designed 
to  do  so. 

For  instemce,  for  at  leeist  15  years,  ordinance  item  contracts  con- 
tained the  precision  parts  euid  precision  gear  and  pinion  clauses. 
These  clauses  were  deseed  and  implemented  as  a  result  of  a  very 
lai^e  concern  our  Government  officials  had  when  they  discovered 
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that  such  componentry  was  acquired  from  overseas  sources  for  the 
manufacture  of  the  ordinance  items  required  for  the  Vietnam  con- 
flict. 

Costs  were  the  driver  for  some  domestic  manufacturers  to  take 
this  course  of  action.  Today,  however,  neither  requests  for  propos- 
als nor  the  resultant  contracts  contain  these  clauses.  The  regula- 
tions are  in  place,  but  not  being  used. 

Periodically,  procurement  officials  will  include  language  in  some 
requests  for  proposals  and  contracts  which  restrict  the  procure- 
ment of  certfun  electronic  components  to  domestic  sources.  Howev- 
er, far  too  often  under  pressure  from  some  contractors,  such  re- 
strictions Eu-e  removed,  Euid  not  all  of  the  electronic  components  re- 
quired in  the  design  package  are  restricted;  only  a  few  are.  Again, 
cost  is  the  driver. 

There  is  another  facet  to  industrial  readiness  and  mobilization 
planning  that  is  not  often  recognized  or  considered.  However,  H.R. 
486  does  address  the  need  to  consider  subcontractors  aa  a  ^tci  of 
the  base. 

The  efforts  to  establish  an  adequate  mobilization  base  do  not  stop 
with  the  identification  of  a  sufficient  number  of  companies  to  man- 
ufacture the  mobilization  quantities  of  Etn  ordinance  product.  All 
companies  rely  on  a  large  number  of  subcontreictors  for  a  variety  of 
products.  However,  again,  in  the  interest  of  cost,  fmd  in  recognition 
of  the  relatively  low  peacetime  procurement  quantities,  all  or  sev- 
eral of  the  miuiufacturers  of  the  same  end  product  will  rely  on  one 
subcontractor  for  their  supplies  of  raw  material,  component  parts 
or  supplies. 

Although  one  could  believe  that  in  a  base  of  multiple  companies, 
each  would  have  their  own  network  of  suppliers,  thereby  creating  a 
Christmas  tree  of  mobilization  capability,  in  fact,  in  the  real  world, 
we  have  inverted  Christmas  trees  being  created. 

Why  are  existing  regulations  and  policies  being  ignored  or  cir- 
cumvented? The  environment  created  by  the  Competition  in  Coa- 
tracting  Act,  in  my  opinion,  is  the  driver  for  the  decisions  to  struc- 
ture contracts  so  that  the  lowest  possible  prices  can  be  obtained, 
even  at  the  expense  of  industrial  readiness  and  mobilization  capa- 
bilities. 

The  procurement  agencies  function  in  this  environment  because 
they  never  again  want  to  be  chastised  for  buying  a  $100  hfunmer, 
or  a  $3,000  toilet  seat,  or  a  $7,000  coffee  maker.  Some  companies 
try  to  have  pohcies  changed  for  improvement,  and  others,  in  order 
to  survive,  stop  the  fight  and  stop  resisting  the  changes. 

In  the  past,  the  Government  would  structure  a  mobilization  base 
consisting  of  from  two  to  six  compEuiies  for  a  particular  ordinance 
item.  Peacetime  procurements  were  competed  within  that  base, 
and  as  many  companies  as  practicable  were  awarded  production 
contracts. 

In  most  cases,  each  of  the  compfuiies  in  the  base  used  their  own 
funds  to  facilitize  for  that  production.  Lately,  however,  sit^le 
awards  are  being  made,  at  the  lowest  offered  prices,  and  the  other 
companies  in  the  base  are  forced  to  shut  down  their  line. 

Not  only  is  the  warm  base  concept  destroyed,  but  each  of  the 
losing  companies  must  reduce  their  work  force,  much  of  which  ^e 
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Army  has  identified  as  critical  skills.  And  in  most  cases,  once  laid 
off,  these  skills  are  lost  to  the  company  for  good. 

All  of  these  short-sighted  decisions  are  being  made  at  the  possi- 
ble expense  of  the  freedom  of  our  country.  The  real  crime  of  this 
situation  is  that  CICA  contains  provisions  and  exceptions  expressly 
designed  to  allow  procurements  to  be  made  at  higher  cost,  in  order 
to  provide  for  industrial  preparedness  and  mobilization  capabilities. 
Utilization  of  these  provisions  and  exceptions  would  also  help  to 
eichieve  the  results  expected  from  the  passage  of  H.R.  486. 

Two  years  ago,  I  was  asked  to  give  a  {laper  on  industry's  perspec- 
tive on  the  condition  of  the  mobilization  base,  and  I  gave  that 
paper  during  the  Army's  annual  ammunition  executive  seminar 
held  in  Orlando,  FL. 

One  of  my  concluding  remarks  was  a  forecast,  that  if  the  Army 
continued  to  use  CICA  solely  for  the  purposes  of  awarding  con- 
tracts at  the  lowest  cost,  ignoring  the  exceptions  provided  to  estab- 
lish and  mfiintain  mobilization  bases,  that  within  5  years,  they  will 
be  faced  with  more  sole  source  procurements  thEui  ever. 

By  then,  they  will  have  forced  many  good  companies  to  abemdon 
defense  contracting.  During  these  peist  few  months,  I  have  been 
sorely  tempted  to  distribute  copies  of  that  paper  to  some  with  tiie 
added  note,  "I  told  you  so,"  because  it  is  coming  to  pass. 

The  Department  of  Defense  and  other  departments  of  the  Gov- 
ernment are  aware  of  the  present  conditions,  and  in  the  main,  they 
know  what  has  to  be  done  to  correct  the  problem.  I  have  seen 
many  papers  prepared  by  Government  officials  describing  the  prob- 
lem, and  rather  accurately,  and  defining  policy,  recommending  law 
and  regulations  to  be  designed,  which,  if  implemented,  would  ac- 
complish some  of  the  goals  of  H.R.  486. 

However,  one  seldom  sees  these  corrective  actions  accomplished. 
As  recently  aa  July  last  year,  the  Army  Munitions  Commfuid  devel- 
oped the  policy  statement  titled  "Ammunition  Production  Base 
Management  Policies." 

The  statement  is  far-reaching,  and,  if  implemented,  would  also 
assist  in  the  achievement  of  this  committee's  goEils.  But  I  am  sorry 
to  say  that  this  offered  policy  is  being  resisted  in  some  quarters  in 
the  Department  of  the  Army. 

I  have  studied  the  contents  of  H.R.  486  and  I  thoroughly  agree 
with  Title  I,  Defense  Industrial  Base  Restoratioii. 

I  would  only  suggest  one  other  area  for  consideration.  Under 
title  I  of  the  bill,  perhaps  under  the  designation  of  critical  indus- 
tries section,  an  indemnification  provision  could  be  set  forth 

With  the  Department  of  Defense's  new  policy  on  self-feicilitiza- 
tion  by  the  contractor  in  order  to  get  in  on  a  program  or  to  be  part 
of  the  base,  some  form  of  protection  must  be  available  in  case  the 
planned  procurement  quantities  are  drastically  reduced,  or  the  fa- 
cilitized  prc^am  is  cancelled,  thereby  eliminating  the  contractor's 
ability  to  achieve  the  calculated  return  on  its  investment. 

I  believe  it  is  a  safe  guess  when  I  postulate  that  the  5-year  provi- 
sion in  the  bill  to  limit  weapons  production  to  domestic  sources  will 
draw  a  lot  of  attention  from  various  sources.  And  although  I  have 
reviewed  title  II,  economic  adjustment,  I  must  profess  to  the  com- 
mittee that  my  background  does  not  allow  me  to  make  intell^ent 
comments  or  to  provide  any  further  recommendations. 
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Ab  I  see  it,  the  title  n  provides  for  economic  protection  to  those 
people  who  have  apent  much  of  their  working  life  with  the  defense 
contractors,  and  even  trough  no  fault  of  their  own,  and  probably 
due  to  the  vagaries  of  defense  contracting,  find  themselves  unem- 
ployed. 

I  understand  that  it  also  gives  economic  consideration  to  those 
communities  which  could  seriously  be  impacted  by  events  such  as 
plant  or  base  closings. 

In  closing,  I  believe  that  the  thrust  of  H.R.  486  will  be  a  signifi- 
cant factor  in  the  restoration  of  the  defense  industrial  base.  I 
would  be  less  than  forthright  if  I  did  not  also  state  that  I  believe 
there  will  be  significant  levels  of  resistance  to  the  bill. 

If  this  bill  passes  in  the  Congress,  and  I  also  believe  its  imple- 
mentation by  the  Department  of  Defense  would  be  less  than 
timely.  Why?  Because,  as  I  have  stated  earUer,  there  are  and  have 
been  a  profusion  of  laws,  r^ulations  and  poUcies  designed  to  pro- 
vide for  this  Nation's  industrial  preparedness  and  its  mobilization 
capacities. 

If,  over  the  past  years,  these  provisions  had  been  adhered  to,  this 
committee  would  not  have  found  it  necessary  to  prepare  a  bill  to 
restore  the  base.  It  would  not  have  declined  to  its  present  level  of 
unacceptability. 

These  very  same  lavrs,  r^ulations  and  policies  were,  in  most 
cases,  asked  for  or  developed  by  the  Department  of  Defense.  Why, 
then,  have  they  chosen  to  set  them  aside  or  ignore  them  to  the  det- 
riment of  that  which  they  were  designed  to  establish  or  maintain 
once  established? 

With  this  record  of  performance,  can  we  really  feel  comfortable 
that  the  passage  of  this  bill  wUl  be  adhered  to  by  those  who  have 
allowed  the  present  decline  to  occur? 

I  would  like  to  thank  you  for  this  opporiunity  to  present  my 
views  on  the  status  of  our  country's  industrial  base,  my  opinions  on 
why  it  has  declined,  and  why  it  continues  to  decline,  and  to  present 
my  views  on  H.R.  486, 

I  will  be  happy  to  answer  any  questions  the  committee  may 
have. 

[The  prepared  statement  of  Mr.  Bernhardt  can  be  found  in  the 
ai^enduE.] 

Chair  Oakar.  Thtuik  you  very  much,  Mr.  Bernhardt.  Your  testi- 
mony was  very  comprehensive,  and  we  appreciate  its  candor  very, 
very  much. 

Mr.  Bernhardt.  You  are  welcome. 

Chair  Dakar.  Mr.  Coffey. 

STATEMENT  OF  MATTHEW  B.  COFFEY,  PRESIDENT,  NATIONAL 
TOOLING  AND  MACHINING  ASSOCUTION,  FORT  WASHINGTON, 
MD 

Mr.  Coffey.  Thank  you,  Madam  Chair. 

If  I  might,  before  I  start  my  statement,  I  would  like  to  introduce 
to  you  four  members  of  our  associition  who  axe  with  me  today. 

Seated  right  behind  me,  to  back  me  up  in  the  event  that  I  mess 
up  the  answers  to  questions  is  Mr.  Bob  Cardello,  the  owner  of  Hy- 
grade  Tool  and  Manufacturing  Co. 
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Mr.  Peter  Wiberg  is  the  owner  of  Crown  Tool  &  Die  Co. 

Mr.  Rupert  Labelle  is  with  R&D  Machine  Co.,  and  Mr.  Joe  Al- 
meida is  with  the  New  Engleind  Die  Co. 

These  gentlemen  are  representatives  of  our  chapter  in  Connecti- 
cut, and  I  am  delighted  that  the  occasion  of  this  hearii^  and  their 
visit  to  Washington  coincided. 

This  association  is  an  association  of  very  unique  and  interesting 
companies — it  consists  of  3,000  companies  spread  across  the  indus- 
trial areas  of  the  United  States.  Those  companies  serve  all  manu- 
facturing industries. 

They  produce  a  very  high  quality,  very  high  accuracy  equipment, 
and  their  principed  services  are  dies,  molds  and  precision  machin- 
ing services. 

This  is  an  industry  known  for  its  skilled  work  force  fmd  its  train- 
it^  programs.  It  is  characterized  by  small  companies.  The  average 
size  company  is  21  employees. 

These  companies  are  entrepreneurial.  They  are  self-reliant,  and 
they  are  innovative.  They  are  high-technolc^y,  they  are  very  pre- 
cise. They  operate  on  very  narrow  profit  margins,  and  they  work 
mainly  as  subcontractors. 

The  vast  number  of  them  are  working  as  subcontractors  to  prime 
defense  contractors.  It  has  been  estimated  that  they  supply  up  to 
70  percent  of  the  parts  for  m^or  weapons  systems  produced  in  the 
United  States,  so  they  are  an  important  and  critical  part  of  ^e  de- 
fense industrial  base. 

I  also  appear  today  as  a  representative  of  the  Alliance  of  Metal- 
working  Industries,  which  consists  of  the  Forging  Industry  Associa- 
tion, the  Precision  Metal  Forming  Association,  the  Spring  Manu- 
facturers' Institute,  the  Industrial  Fasteners  Institute,  the  National 
Screw  Machine  Products  Association,  the  Metal  Treating  Institute, 
the  American  Gear  Association,  which  you  heard  from  so  ably  yes- 
terday, and  our  own  association. 

In  this  alliance,  we  probably  represent  the  bulk  of  the  smaXl  met- 
alworking  industry  throughout  the  United  States,  and  our  com- 
ments are  directed  toward  H.R.  486. 

Madam  Chair,  as  you  know,  MTMA  and  the  Alliance  have  sup- 
ported H.R.  486  and  its  predecessor  bill.  We  believe  that  the  con- 
cept it  contains,  of  defense  readiness,  is  basically  unassailable,  and 
deserves  to  be  taken  more  seriously  than  it  has. 

Our  industry  has  been  there.  Our  association  was  actually 
formed  during  the  defense  mobilization  for  World  War  II,  and  it 
has  been  a  critical  part  of  that  defense  mobilization  in  every  con- 
frontation that  we  have  had  since. 

It  remains  a  vital  part  of  aU  the  new  thin^  going  on.  I  was  in 
Los  Angeles  last  week,  and  toured  several  companies,  eill  working 
on  the  advanced  tactical  tighter. 

So,  I  think  we  as  an  industry  have  a  certain  credibility  and  a  cer- 
tain involvement  that  allows  us  to  comment  quite  knowlet^eably 
on  this  bill. 

We  believe  that  requiring  the  President  to  limit  sourcing  to  U.S. 
companies  for  defense-critical  items  not  only  is  good  sense,  it  winds 
up  being  very  good  economically. 
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NTMA  on  behalf  of  its  members  did  a  landmark  study  last  year 
which  wound  up  producing  sometJiing  called  the  True  Cost  Infor- 
mation Kit. 

This  kit  is  designed  for  buyers  of  large  prime  contractors  to  show 
them  the  folly  of  Bourcing  off-shore.  I  was  pleased  to  see  in  last 
month's  Harvard  Business  Review  an  article  which  I  would  like  to 
submit  for  the  record,  titled  "Manufacturing  Off-Shore  Is  Bad  Busi- 
ness." 

Chair  Oakar.  Without  objection. 

[The  article  referred  to  can  be  found  in  the  appendix.] 

Mr.  Coffey.  Madam  Chair,  I  would  also  submit  for  the  commit- 
tee's consideration  eimendments  and  addenda  to  the  testimony  I 
gave  before  the  Senate  Finance  Committee  last  week,  concerning 
the  issue  of  offsets,  which  is  certainly  part  of  this  issue.  It  is  a  very 
complicated  issue,  and  I  think  this  addendum  will  be  helpfiU  to  the 
committee  in  understanding  exactly  how  ofEsets  affect  competition, 
how  they  affect  small  businesses,  and  how  they  affect  the  defense 
industrial  base. 

Chair  Oakar.  Without  objection,  so  ordered. 

Mr.  Coffey.  Thank  you. 

[The  addendum  to  Mr.  Coffey's  testimony  can  be  found  in  the  ap- 
pendixj 

Mr.  Coffey.  I  think  that  our  evidence  over  the  years  proves  that 
past  neglect  has  hurt  defense  preparedness.  We  have  seen  a  shrink- 
ing in  the  number  of  companies.  We  have  seen  an  increasingly  dif- 
ficult system  put  in  place  by  the  military  services  for  contracting. 

We  believe  that  the  economic  adjustment  title  in  the  bill  is  nec- 
essary to  address  the  whole  area  of  memoranda  of  understanding 
which  were  explored  yesterday. 

We  recommend,  however,  that  the  focus  of  title  n  be  on  preser- 
vation of  skills  and  jobe,  and  that  there  be  less  emphasis  placed  on 
support  for  workers  displaced  and  more  emphasis  placed  on  train- 
ing  people  for  skills  and  jobs  for  the  future. 

In  our  written  statement  we  have,  I  think,  laid  out  in  some 
detail  exactly  those  recommendations,  and  I  would  like  just  to  have 
that  written  statement  in  the  record  and  recommend  it  to  the  com- 
mittee for  their  consideration. 

Chair  Oakar.  Without  objection,  after  your  remarks  we  will  put 
your  statement. 

Mr.  Coffey.  Thank  you  very  much. 

We  believe  that  the  defense  economic  adjustment  coudcU  should 
be  a  flexible  instrument,  that  we  should  do  everything  we  can  to 
remove  the  munitions  registration  fee,  Em  issue  which  ^ou  have 
been  very  helpful  to  us  on  in  the  past,  but  which  still  persists. 

We  would  hope  that  we  could  encourage  competition  in  procure- 
ment which  would  build  the  small  compeuiy  competitive  base  in  the 
United  States,  and  we  would  recommend  to  the  committee  that 
H.R.  1111  should  be  examined  in  combination  with  H.R  486  in 
order  that  there  be  some  meeting  of  the  minds  between  those  two 
pieces  of  l^slation  obviously  being  introduced  by  Mr.  LaFalce. 

Madam  Chairman,  that  completes  my  oral  statement.  I  will  be 
happ^  and  prepared  to  answer  questions. 

\The  prepared  statement  of  Mr.  Coffey  can  be  found  in  the  ap- 
pendix.] 
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Chair  Oakak.  Well,  thank  you  very  much,  Mr,  Coffey,  and  we 
are  happy  to  have  you  here  as  well. 

Our  next  witness  is  Admiral  Thomas  Moorer,  retired,  who  is  the 
Former  Chairman  of  the  Joint  Chiefs  of  Staff,  and  currently  a 
senior  sidvisor  for  the  Center  for  Strategic  and  International  Stud- 
ies. 

Admiral,  and  we  are  delighted  to  have  you  here,  sir,  before  this 
subcommittee. 

Please  proceed  whatever  way  is  most  comfortable. 

STATEMENT  OF  ADMIRAL  THOMAS  H.  MOORER,  USN  (RETIRED), 
FORMER  CHAIRMAN,  JOINT  CHIEIi^  OF  STAFF 

Admiral  Moorer.  Thank  you.  Madam  Chair,  members  of  the 
committee. 

I  will  say  at  the  outset  that  having  been  at  Pearl  Harbor  on  7 
December  1941,  and  having  had  msmy  opportunities  to  observe  the 
arsenal  of  democracy  move  into  high  gear  providing  war  materiel 
at  an  unbelievable  rate  to  our  armed  forces,  as  well  as  those  of  our 
allies,  I  have  been  very,  very  disturbed  in  recent  years  as  I  have 
watched  this  impressive  capability  slowly  deteriorate. 

Consequently,  I  fully  support  the  efforts  of  this  committee  to  ex- 
amine in  detail  the  issues  related  to  the  revision  and  reauthoriza- 
tion of  the  39-year-old  Defense  Production  Act. 

It  is  clear  for  all  to  see  that  in  many  respects,  we  are  experienc- 
ing extraordinary  changes,  emd  perhaps  even  unprecedented 
changes,  throughout  the  world.  The  main  focus  seems  to  be  on 
trade  and  economic  competition,  within  the  entire  international 
arena,  East  and  West. 

We  see  today  many  debates  on  the  pros  and  cons  of  protection- 
ism, from  both  a  political  and  economic  point  of  view. 

However,  my  interest  is  on  a  different  kind  of  protection:  the 
protection  of  the  lives  of  our  young  fighting  men  and  women  and 
the  overall  security  of  the  people  of  the  United  States.  In  order  to 
provide  this  security,  we  must  have  a  defense  industrial  b£ise  that 
is  responsive,  efficient,  and  located  inside  the  United  States. 

It  is  dangerous  and  unacceptable,  in  my  view,  to  farm  out  our 
defense  production  overseas.  In  my  view,  this  is  far  too  risky,  and 
not  only  for  complete  weapon  systems,  but  also  for  critical  compo- 
nents. 

We  must  remember  that  nations  have  their  own  national  inter- 
ests. If  a  nation,  even  though  it  is  an  ally,  is  producii^  critical 
parts  for  the  U.S.  forces,  and  our  actions  and  policies  are  viewed  by 
them  as  contrary  to  their  national  interest,  they  could  well  stop  de- 
livery of  equipment  vital  to  our  operations. 

Tins  kind  of  attitude  Emd  action  has  happened  before,  and  it  will 
happen  again. 

I  know  that  Dr.  James  Blackwell  from  CSIS,  where  I  act  as 
senior  advisor,  has  already  provided  the  committee  with  much  data 
which  he  has  developed  over  a  period  of  several  months.  One  sig- 
nificant fact  is  that  in  1982,  there  were  over  118,000  firms  provid- 
ing goods  and  equipment  to  the  Department  of  Defense  out  of  the 
215  sectors  which  the  Department  of  Defense  makes  nearly  all  of 
its  acquisitions. 
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In  1987,  the  number  had  decreased  to  less  than  40,000  firms. 
Why  did  this  happen?  I  believe  there  are  many  reasons. 

For  example,  it  is  estimated  that  about  25  percent  of  the  procure- 
ment budget  is  consumed  by  rules,  r^ulations,  inspections  and  pa- 
perwork. I  would  like  at  this  time  to  read  the  introduction  to  an 
article  written  by  Mr.  Sanford  McDonnell  who  has  been  chairman 
of  the  board  of  McDonnell-Douglas  company,  our  largest  defense 
contractor. 

The  title  is,  "The  Nation's  Defense  Industry  Now  Is  Too  Risky  To 
Be  In." 

[The  article  referred  to  can  be  found  in  the  appendix.] 

Admiral  Moorer.  "Recent  DOD  procurement  policy  changes  are 
driving  up  defense  contractor  costs,  and  forcing  many  to  consider 
abemdoning  the  field.  Yet  as  this  business  leader  indicates,  we  can 
have  the  best  of  both  worlds:  nutjor  breakthroughs  in  cost  savings 
and  more  opportunities  to  improve  earnings.  If  industry  and  the 
Department  of  Defense  can  break  down  the  barriers  of  mistrust 
and  refocus  their  energies  on  a  constructive,  win-win  approach,  we 
wiU  be  successful." 

I  think  if  you  look  at  what  is  taking  place  overall,  and  I  have 
viewed  it  for  many,  many  years,  at  first  the  Congress  microman- 
ages  many  aspects  of  defense,  requiring  report  after  report,  hearing 
£^»r  hearing,  and  unpoeing  layer  upon  layer  of  defense  manage- 
ment. 

The  Defense  Department  is  still  overcentralized,  and  it  has  not 
recovered  irom  the  McNamara  administration.  The  program  man- 
agers are  not  given  control  of  their  fimds,  and  accountability  is  dif- 
ficult to  pin  down. 

The  Defense  Department  now  employs  about  27,000  auditors  who 
are  deployed  throughout  the  system,  where  they  consume  the  time 
of  the  program  managers,  who  must  supply  massive  amounts  of  fig- 
uree.  It  appears  that  there  is  no  trust,  and  everyone  is  assumed  in 
advance  to  be  guilty  of  some  illegal  act. 

I  would  like  to  point  out,  Madam  Chair,  that  about  30  years  ago, 
I  was  the  experimentftl  officer  that  was  involved  in  the  develop- 
ment of  the  Sidewinder  missile. 

The  Sidewinder  missile,  as  you  know,  has  been  the  most  success- 
ful air-to-air  missile  in  the  world.  But  at  that  time,  we  were  given 
the  money,  we  were  let  alone,  we  did  not  have  to  make  any  long 
reports  every  2  weeks,  and  it  came  out  a  great  success  at  a  very 
minimum  cost. 

I  think  that  we  could  do  that  again,  if  we  delegate  the  authority 
down  and  hold  the  project  managers  and  the  people  responsible 
and  have  some  accountability.  Today,  it  is  difficult  to  put  your 
finger  on  who  is  responsible  when  something  goes  wrong. 

'Inere  are  thousands  of  people  who  can  say  no,  and  you  cannot 
find  anybody  to  say  yes. 

Many  critical  parts  to  our  major  weapon  system  are  produced 
overaeEis.  I  want  to  show  you — and  I  am  sure  you  have  seen  it. 
Madam  Chair,  already — this  is  reedly  astounding. 

This  book  is  called  Depeirtment  of  Defense  Foreign  Products  over 
$25,000.  And  it  shows  every  nation  that  we  do  business  with,  and 
goes  on  and  on  and  on,  listing  the  things  that  we  buy  overeeaa. 
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But  it  shows  why  we  have  a  great  reduction  in  our  defense  con- 
tractors, because  they  only  make  at  most  a  profit  of  about  4  per- 
cent, and  they  get  hstrassed  day  after  day,  and  so  they  are  going  to 
try  to  do  something  else. 

For  years  and  years,  I  have  flown  behind  an  engine  built  by 
Curtis-Wright  Company.  Before  and  after  World  War  II— but  what 
is  the  Curtis-Wright  Company  doing  today?  They  have  gone  into 
the  investment  business. 

Before  long,  you  are  going  to  find  them  going  into  the  other 
McDonalds — the  hamburger  McDonald's.  But  they  are  going  to  use 
that  money  for  something  else. 

They  simply,  as  Mr.  Sandy  McDonnell  says,  cannot  live  with  the 
way  we  do  business  today. 

So,  I  say,  if  we  expect  to  maintain  a  strong  and  innovative  de- 
fense base,  and  manufacturing  capability,  including  research  and 
development,  we  must  produce  our  weapons  at  home. 

The  Defense  and  Commerce  Departments  almost  invariably  have 
difficult  agreeing  on  the  export  of  materials  and  technology.  Most 
of  our  shipyards  are  inactive  and  obsolete.  The  Soviets  have  a  ship- 
building capacity  for  nuclear  submarines  that  exceed  all  the  ship- 
building capacity  in  the  United  States  for  the  same  weapons 
system,  and  in  addition  to  that,  as  you  well  know,  there  is  only  one 
shipyard  in  the  United  States  that  can  build  a  nuclezu'-powered 
carrier. 

Chair  Oakar.  Well,  if  I  could  just  interrupt  you,  you  will  find — 
we  used  to  have  a  large  shipyard  in  Lorain,  OH,  about  28  miles 
from  my  own  district,  Euid  now  they  want  to  build  a  casino  on  that 
abandoned  site,  and  George  Steinbrenner  owns  the  New  York  Yan- 
kees— so  you  talk  about  diversifyii^  employment.  It  is  kind  of  in- 
terestii^  to  me. 

Admiral  Moorer.  Well,  I  would  point  out  at  the  same  time  that 
our  merchant  marine  is  totally  inadequate,  unable  to  support  our 
Navy  war  plfms,  and  here  we  are  a  maritime  Nation  with  the  lai^- 
est  oceans  in  the  world  on  our  east  and  west  coast,  and  we  simply 
do  not  have  the  ships  necessary  to  support  our  defense  operations 
in  wartime,  as  well  as  our  peacetime  operations  in  temu  of  trade. 

I  think  that  your  comments  and  the  speech  that  you  made  to  Uie 
Metal  Trades  Department  of  the  AFL-CIO  emphasize  this  point. 

Just  a  few  items  which  highlight  the  need  for  a  complete  review, 
and  I  must  admit,  having  been  retired  15  years,  I  am  not  up  to 
date  on  the  details  of  aU  the  subjecte  you  EU'e  exploring. 

But  to  use  an  expression  in  the  Army,  I  believe  it  is  hi^h  time  we 
fall  out  and  fall  in  ageiin,  with  respect  to  defense  production. 

We  need  an  agreed  national  f^nda,  coordinating  all  concerned 
activities  and  our  Government  decision-making  process  as  well  as 
in  the  private  sector,  including  the  labor  unions. 

The  esteblishment  of  a  world-class  industrieil  base  providing  an 
independent  home  base  defense  production  capability  together  with 
a  h^hly  competitive  worldwide  trade  program  should  be  our 
number  one  national  objective. 

So  far  Eis  defense  sales  are  concerned  overseas,  we  frequently 
make  that  decision  on  political  grounds,  when  the  facts  are  that 
once  you  sell  a  major  system  to  an  overseas  customer,  you  at  that 
point  have  more  or  less  a  relationship  emd  a  hold  on  hun,  because 
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he  must  buy  spare  parts  year  after  year  after  year,  and  he  knows 
he  has  got  to  do  that. 

I  have  observed  over  and  over  where  the  Congress  refused  to 
permit  these  sales,  and  then  of  course,  somebody  else  always  steps 
in,  Eind  mtikes  them.  The  most  recent  example  is  what  the  British 
have  done  now  with  respect  to  aircraft  with  Saudi  Arabia. 

They  do  not  get  the  money.  The  Saudi  Arabians  have  the  same 
capability,  regardless — we  cannot  keep  them  from  getting  that  ca- 
pability. It  is  their  money. 

Some  of  them  say,  you  know,  the  golden  rule  is  that  them  that 
has  the  gold  makes  the  rules.  So  they  are  going  to  buy  what  they 
want. 

I  think  that  we  should  take  a  close  look  at  that  kind  of  decision* 
making,  and  recc^nize  that  we  are  in  a  far  stronger  position,  not  to 
mention  the  employment  this  provides. 

I  might  also — as  you  well  know,  Madam  Chair,  the  State  of  Ohio 
is  one  of  the  States  that  is  packed  with  these  small  defense  indus- 
tries, that  while  they  are  not  sdways  building  the  major  ^tems, 
they  are  building  most  of  the  components.  And  so  I  think  that  the 
whole  prosperity  of  the  Nation  can  be  enhanced  if  we  take  these 
things  mto  consideration. 

I  do  not  think  that  we  can,  in  this  day  and  age,  prevent  other 
nations  from  arming  themselves  if  they  have  the  money  and  set 
about  to  do  it. 

Thank  you.  Madam  Chair. 

[The  prepared  statement  of  Admiral  Moorer  can  be  found  in  the 
appenduE.] 

Chair  Oakar.  Theuik  you  very  much. 

Admiral,  you  mentioned  the  apparent  centralization  of  the  De- 
fense Department. 

Now,  our  Iriend  Mr.  Cheney  is  the  new  Secretary  of  Defense,  and 
he  understands  bureaucracy,  I  think,  having  been  a  member  of  this 
body  for  a  long  time. 

I  have  found  him  to  be  very  accessible  in  calling  him  for  differ- 
ent items  relative  to  tragedies  that  recently  happened — not  neces- 
sarily on  this  topic.  I  have  not  talked  to  hun  about  this  yet,  but  I 
will. 

People  with  your  experience  and  knowledge,  even  though  you 
have  been  retired  for  15  years,  you  eae  certiunly  not  off  the  track, 
that  is  for  sure.  Do  you  have  access,  those  of  you  who  are  now  re- 
tired, toward  giving  your  views  to  the  Pentagon?  Is  there  any  kind 
of  a  coliegial  body  that  they  have  formed,  without  any  axe  to  grind 
or  any  quid  pro  quo,  where  people  with  your  knowledge  and  skills 
get  an  opportunity  to  talk  to  them? 

Admirfd  Moorer.  The  only  advisory  body  of  that  kind  exists  in 
each  Service.  The  Service  chief  will  invite  ail  of  the  retired  officers 
to  a  meeting  over  at  the  Defense  Coll^^,  and  he  will  give  a  run- 
down of  his  program,  and  then  ask  for  any  recommendations  and 
considerations. 

But  actually,  this  only  happens  infrequently,  maybe  twice  a  year, 
and  so  I  do  not  think  there  is  a  group  in  existence  such  £is  I  believe 
you  are  thinking  about. 

Chair  Oakar.  You  mention  in  your  testimony,  and  I  have  some 
more  formal  questions  for  you  as  well — you  mention  in  your  testi- 
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mony  that  in  the  past,  managers  had  more  control  of  specific 
projects  and  follow  through,  and  as  a  result,  it  was  done  expedi- 
tiously and  with  good  timing  and  so  on,  and  now  everything  is  cen- 
tralized. 

Do  you  think  that  this  lack  of  being  able  to  pin  down  one  individ- 
ual, two  individufds,  to  follow  projects  is  perhaje  responsible  for 
some  of  the  indictments  that  we  have  seen,  in  terms  of  not  being 
able  to  follow  through? 

I  mean,  the  thing  that  is  unfortunate,  I  think,  and  even  though 
these  companies  are  few  and  far  between,  the  fact  is  that  the 
public  has  seen  some  corporations  gain  a  lot  of  notoriety  because  of 
apparent  misconduct. 

Now,  if  you  hear  their  side  of  it,  you  know,  you  do  hear  a  slightly 
different  view  of  it.  I  know  tiiat  in  my  own  district,  we  had  a  com- 
pany that  claims  that  they  came  forward  and  said,  "We  had  this 
employee  that  did  this,  this,  and  this,"  and  they  thought  that  they 
should  have  been  commended  for  turning  these  people  in,  and  so 
on,  and  they  were  indicted,  ^^fler  they  gave  the  evidence. 

But  in  any  event,  I  am  oversimplifying,  because  I  am  just  sort  of 
parodying  what  they  told  me  on  that  score.  I  do  not  want  to  get 
into  the  merits  or  demerits  of  that  case. 

But  do  you  think  that  perhaps  some  of  the  recent  scandals  are 
because  we  do  not  have  this  close  scrutiny  on  a  less  bureaucratic 
level?  Is  that  one  of  the  problems  that  we  have? 

Admiral  Moorer.  Well,  my  approeich  to  this  problem  is  to  give  a 
man  responsibility,  clear  responsibility  for  a  program,  and  then 
clearly  hold  him  responsible  for  the  results. 

But  I  do  not  think  that  you  can  expect  him  to  hfuidle  his  respon- 
sibilities if  he  is  going  to  spend  all  his  time  telling  somebody  else 
what  he  is  doing. 

I  mean,  even  the  Secretary  of  Defense  gets  pulled  away  from  the 
Pentagon  many  times,  and  I  believe  that  as  I  said  in  my  comments, 
we  have  got  to  trust  people. 

We  Uilk  about  fraud,  waste,  and  abuse.  If  you  really  examine 
what  has  happened,  compared  to  the  overall  defense  budget,  it  is 
very,  very  small.  I  have  forgotten  the  exact  figures,  but  I  think 
that  the  Defense  Department  issues  16,000  requisitions  a  day,  and  I 
just  pointed  out  that  there  were  27,00  auditors. 

Well,  there  are  thousands  of  others,  and  obviously  in  our  society, 
everybody  is  not  lily-white.  So  I  do  not  think  that  you  can  expect  to 
have  an  operation  of  that  size — a  production  operation  that  far  ex- 
ceeds anything  in  the  private  sector — and  have  people  coming  in. 
Also,  you  have  got  to  remember  that  the  appointees,  people  ap- 
pointed to  the  Defense  Department,  come  and  go. 

I  do  not  think  that  any  military  man  has  been  involved  in  these 
scandals — not  to  my  knowledge — because  he  heis  the  accountability, 
and  he  will  be  severely  punished  if  he  is  guilty. 

But  people  do  not  get  punished.  What  happens  is  that  there  is 
another  law  passed  to  prevent  it,  and  what  this  does,  it  does  not 
punish  the  man  that  generated  this  law.  It  puts  an  extra  burden  on 
everybody  else  who  is  never  going  to  violate  the  law  anyway.  You 
have  got  to  1111  out  another  piece  of  paper,  and  that  takes  time  and 
costs  money. 
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That  is  what  I  am  saying.  I  think  you  have  got  to  hold  people 
resjponsible  and  really  be  very  severe  with  the  punishment  if  they 
in  fact  violated  the  law. 

But  to  just  wave  them  goodbye,  and  then  impose  on  those  that 
are  left  behmd  a  big  administrative  load — I  do  not  think  that  is  the 
solution. 

We  have  been  snowballing  that  over  the  last  10  years  or  so. 

Chair  Oakar.  Yes,  I  thought  it  was  an  astounmng  statistic  that 
in  5  years,  we  went  from  118,000  firms  that  provided  goods  and 
equipment  in  your  testimony  to  the  Department  of  Defense  down 
to  less  than  40,000  firms,  and  apparently  beyond  some  of  the  con- 
tracting of  the  department,  you  blame  part  of  this  on  the  bureauc- 
racy and  the  rules,  regulations,  inspections  and  paperwork  that 
either  the  regulators  at  the  Defense  Depfulment  or  this  Congress 
has  imposed  on  defense  contractors — does  tiiat  pretty  much  sum- 
marize some  of  your  attitudes  here? 

Admiral  Moorer.  Well,  I  read  this  comment  by  Mr.  Sandy 
McDonnell,  who  I  know  very  well,  and  his  father,  of  course,  was 
the  one  who  founded  what  later  became  the  McDonnell-Deuglas  Co. 

He  is  very  knowledgeable.  I  would  like  to  point  out  one  other 
thing  associated  with  your  remark,  and  that  is  that  we  have  been 
so  obsessed  with  the  idea  of  buying  the  cheapest  weapons,  or  taking 
the  cheapest  contract,  that  you  have  situations,  aa  I  pointed  out 
before,  where  defense  contractors  who  have  contributed  a  lot  and 
have  research  and  development  capability,  and  so  on,  have  gone 
out  of  business. 

We  have  a  shining  example  right  now  with  the  current  budget — 
the  Grumman  Co.,  which  h£is  supplied  the  Navy  with  very  fine  air- 
craft for  a  long  time  before  World  War  n.  According  to  the  current 
budget,  unless  it  is  changed,  the  Grumman  Co.  is  no  longer  going 
to  be  available  to  manufacture  aircraft. 

The  damaging  part  of  that  is,  when  you  destroy  the  research  and 
development  base  for  building  aircraft  in  the  future,  what  happens 
really  in  an  aircraft  production  line — you  have  the  aircraft  you  iu^ 
producing,  the  alrcrmt  you  are  putting  together,  and  then  the  air- 
cntft  on  paper,  and  they  just  keep  following  each  other  right  on  up. 

I  feel  that  we  are  going  to  get  to  a  point  where  we  do  not  have 
any  qualified  competitors,  between  the  various  producers  of  these 
different  types  of  weapons  systems,  so  we  are  run  down  to  just  a 
single  competitor. 

Insofar  as  the  defense  business  is  concerned,  it  is  not  like  com- 
mercial business.  I  meem,  there  is  only  one  customer,  and  that  is 
the  Defense  Department.  And  there  may  be  only  one  or  two  pro- 
ducers. And  so,  I  think  that  a  company  that  h£is  a  very  solid  re- 
search and  development  base,  and  will  not  get  the  contract  because 
somebody  else  has  got  much  lower  overhead,  because  they  do  not 
maintain  the  R&D  staff,  and  the  engineering  staff — somebody  else 
will  get  it,  and  when  they  finish  that  contract,  as  I  say,  they  are 
going  to  go  and  do  something  else. 

We  view  the  defense  industrial  system  differently,  the  same  way 
that  Safeway  buys  crackers.  It  is  not  that  kmd  of  problem  at  all. 

Chair  Oakab.  How  reliable  do  you  see  countries  such  as  Japan, 
South  Korea,  Taiwan,  West  Germany,  France,  and  the  United 
Kingdom  aa  subcontractors  to  our  defense  industrial  base? 
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Admiral  Moorer.  Well,  as  I  said  in  my  short  statement,  I  have 
seen  this  many  times. 

Nations  have  interests,  they  do  not  have  friends.  And  if  we  get 
involved  in  some  kind  of  altercation  or  confrontation  which  is  con- 
trsiry  to  the  national  interest  of  any  of  those  nations,  they  will  stop 
production. 

If  they  are  producing  something  that  permits  that,  to  support 
our  policy — we  have  had  that  happen  several  times.  For  instance, 
during  the  Yom  Kippur  War  in  1973,  where  I  was  heavily  involved, 
not  one  NATO  nation  would  let  us  land  an  edrplane  in  Europe  if  it 
was  going  to  Israel. 

Just  recently  with  the  Libyan  operation — neither  Spain  nor 
France  would  let  us  overfly  their  country. 

So  I  am  very,  very  leery  of  permitting  a  nation — I  do  not  care 
how  friendly  they  are  right  now.  I  think  that  we  should  maintain 
the  capability  to  build  weapons  systems  inside  the  United  States,  if 
we  are  really  going  to  be  confident  that  we  can  respond  to  any  kmd 
of  emergency  in  the  future. 

Now,  I  separate  the  defense  production  away  from  commercial 
production.  But  it  is  true  that  from  the  defense  production  and  the 
space  program  fmd  thii^  like  that,  mfmy,  many  useful  items  sup- 
ported by  research  tmd  development  and  the  Defense  Department 
then  flow  into  the  commercial  arena. 

Take  the  aircraft  engine,  for  instance.  The  airlines  could  never 
have  developed  those  engines  they  are  using.  They  got  those  en- 
gines from  the  Defense  Department.  And  the  sitme  thing  with  the 
general  design  of  aerodynamics.  And  so,  I  view — I  do  not  think  that 
you  should  have  the  same  set  of  rules,  or  expect  the  same  proce- 
dures in  defense  production  that  you  have  in  commercial  produc- 
tion. 

I  do  not  care  how  much  you  compete  over  pampers  and  lEidies' 
panties  or  whatever  with  Taiwan — that  is  not  the  issue.  But  we 
tend  to  just  put  all  of  those  things  together  in  the  same  bucket. 

To  answer  your  question  speciflcally,  I  would  not  trust  them.  I 
have  got  many  friends  in  Japan  and  Taiwan,  but  so  far  as  the  secu- 
rity of  this  country  is  concerned,  I  wemt  the  production  capability 
to  be  inside  the  United  States. 

Chair  Oakab.  Mr.  Coffey. 

Mr.  Coffey.  Yes,  Madam  Chairman. 

I  want  to  look  at  it  from  a  business  standpoint. 

What  we  have  seen  develop  over  the  last  20  years,  in  particular, 
has  been  a  world  trading  system,  and  that  world  trading  system 
has  obviously  done  very  heavy  trading  in  defense  products. 

We  started  to  see  in  the  late  1970'8  the  imposition  of  offsets — the 
imposition  of  countries  saying  to  U.S.  defense  supply  companies 
that  they  had  to  take  countertrade,  that  they  had  to  take  back — 
these  individual  companies  in  the  United  States  had  to  take  back 
amounts  equal  to  the  purchase  price  of  the  defense  product  in  some 
other  commodity. 

So,  what  you  have  had  since  the  mid-1970's  and  increasing  now 
to  the  point  where  it  is  not  only  the  developed  countries,  but  even 
the  AfricEui  countries,  on  commercial  products  are  demanding 
countertrade  in  excess  of  the  value  of  the  products  sold. 
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So  we  are  now  seeing  deals  where  defense  contractors  for  eiir- 
planes  are  being  required  to  take  back  130  percent  of  the  value  in 
some  other  commodity.  And  yet  the  U.S.  Government  has  re- 
meiined  totftlly  silent  on  that  issue. 

Here,  we  are  putting  our  individual  companies  up  against  coun- 
tries, and  the  countries  are  holding  them  for  ransom  and  we  are 
paying  the  ransom,  in  order  to  sell  anything  onshore  in  the  defense 
area. 

That  has  had  a  tremendous  impact  on  the  domestic  economy.  It 
has  had  a  tremendous  impact  on  the  supplier  base,  because  part  of 
those  offsets  is  taking  the  parts  and  the  tools  and  the  dies  o^hore, 
and  it  is  having  a  tremendous  impact  on  the  base  in  the  United 
States. 

Yet  the  U.S.  Government  has  ignored  the  issue,  totally. 

Chair  Oakar.  Well,  Mr.  Vento,  who  could  not  be  here,  certainly 
has  been  very  vocal  on  this  issue,  and  some  of  us  happen  to  agree 
with  his  perspective  on  this. 

But  I  think  that  because  of  that  kind  of  situation,  we  have  had  a 
few  comments  on  offsets  from  the  Defense  Department.  We  will  see 
what  they  say  next  week,  as  well. 

Mr.  Bernhardt.  I  can  give  a  specific  example. 

I  mentioned  that  during  Vietnsun,  in  the  absence  of  precision 
parts  and  gear  and  pinion  clauses  in  contracts — which  hiave  now 
disappeared  again— a  lot  of  companies  during  Vietnam  were 
buying  precision  components,  gears  and  pinions  from  overseas. 

I  can  recall  that  there  was  a  tremendous  shortfall  of  ammuni- 
tion, fusing,  safety  and  arming  devices  that  were  created  when  the 
country  of  Belgium  placed  an  embargo  on  any  goods  manufactured 
in  that  country  if  it  was  slated  to  go  to  Southeast  Asia. 

Three  or  four  companies  in  the  United  States — their  pipeline 
dried  up  for  months  before  they  could  find  other  sources  to  backfill 
what  they  were  buying  from  Belgium.  And  it  can  happen  in  any 
country. 

As  the  Admired  said,  they  have  their  own  national  interests. 
Even  in  peacetime,  and  even  when  there  is  reedly  not  a  difference 
of  opinion,  and  neither  country's  national  interests  are  being  upset, 
we  still  have  problems  with  secrets  getting  out  from  goods  that  we 
have  sold — that  T<»hiba  thing  in  Japan,  and  so  forth. 

I  agree.  It  is  nice  to  be  friends,  but  be  sure  that  you  get  five  fin- 
gers back  when  you  offer  the  handsheike  of  friendship.  I  do  not 
think  it  will  happen  forever.  They  will  change  whenever  they  so 
choose. 

Chair  Oakar.  Well,  I  have  more  questions  for  all  three  of  the 
panelists,  but  I  would  at  this  time  like  to  ask  Mr.  Shumway  to  ask 
questions. 

Mr.  Shumway.  Themk  you.  Madam  Chairmtui. 

Admiral,  for  several  years  I  have  served  on  the  Merchant  Marine 
and  Fisheries  Committee,  and  we  have  discussed  at  length  the 
status  of  our  merchant  marine.  I  certainly  share  your  concern 
about  the  decline  of  that  industry,  and  our  shipbuilding  capability 
in  America. 

But  if  we  were  to  mandate  that  all  shipping  be  built  in  America, 
as  this  bill  may  or  may  not  purport  to  do — it  does  contain  Buy 
American  provisions — then  obviously  there  would  be  a  higher  cost 
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entailed  to  those  who  have  ships  built  and  flagged  here  in  the 
United  States. 

That  higher  cost,  in  turn,  would  mean  that  they  would  be  non- 
competitive with  other  shippers  in  the  world.  This  is  a  worldwide 
industry.  How  do  we  approach  that  problem? 

It  is  nice  to  say  that  we  need  a  strong  merchfint  mtuine  to  back 
up  our  Navy  and  provide  part  of  the  mobilization  that  we  need,  but 
how  do  we  come  to  grips,  realistically,  with  the  cost  that  would  be 
entailed? 

Admiral  Mooreb.  Well,  I  think  that  the  building  and  operations 
of  merchant  ships  by  other  nations,  in  general,  willsilways  be  prob- 
ably cheaper,  because  of  the  labor  costs,  and  because  in  operations, 
they  do  not  impose  the  restrictions  or  requirements  for  safety  in 
general.  They  do  not  have  as  many  inspections  as  we  do. 

You  are  right.  The  costs  are  going  on  up.  But  you  have  to — you 
can  make  a  very  fine  Euwiment  for  what  you  say,  bb  long  as  we  do 
not  have  a  war.  But  I  uiink  that  technology  ha^  compressed  time 
and  distance  to  the  pouit  that  any  war  that  we  have  in  the 
future — and  God,  let  us  not  have  one — but  any  war  we  have,  we 
have  got  to  fight  with  what  we  have  when  the  war  starts. 

Mr.  Shumway.  But  until  that  war  begins,  the  maritime  industry 
must  somehow  be  competitive  in  the  world.  They  have  got  to 
charge  prices  that  would  be  in  the  same  ballpark  with  the  prices 
charged  with  E^rergreen  from  Taiwan,  or  other  ships. 

Admiral  Moorer.  Well,  I  think  that  you  will  find  that  many  of 
these  shipping  companies  are  subsidized  by  their  own  governments. 
I  would  not  expect  us  to  build  a  full-fledged  wartime  fleet,  but  at 
the  SEune  time,  I  think  that  it  is  dangerous  to  permit  the  shipyards 
totally  to  disappeEir,  and  not  be  modernized. 

I  mean,  of  course,  you  know  what  we  did,  we  were  unfortunate. 
We  were  never  bombed  in  World  War  II.  We  flattened  the  German 
steel  mills,  we  flattened  the  German  shipyards,  we  flattened  the 
Japanese  steel  mills,  and  then  gave  them  the  money  to  build  new 
ones.  And  we  have  still  got  the  ones  that  we  had  before  the  war. 

Of  course  they  can  compete  with  us.  But  if  the  Government  can 
build  shipyards  for  the  Germans  and  the  Japanese,  they  can  build 
shipyards  for  the  United  States. 

Mr.  Shumway.  Mr.  Bernhardt,  in  your  testimony,  you  point  out 
that  the  CICA  act  contains  provisions  and  exceptions  that  are  de- 
signed to  allow  procurements  to  be  made  at  higher  cost,  but  to  pro- 
vide industrial  preparedness. 

Do  I  understand  correctly — we  are  not  utilizing  those  exceptions, 
I  think  you  said? 

Mr.  BERNHARnr.  Yes. 

Mr.  Shumway.  If  we  were  to  utilize  those  provisions,  those  excep- 
tions, would  we  then  not  have  a  need  for  a  bill  such  eis  H.R.  486,  or 
do  we  still  need  this  legislation,  even  if  we  did  use  them? 

Mr.  Bernhardt.  Title  II  section  of  the  bill,  I  believe,  would  still 
be  needed. 

Title  I,  I  do  not  believe  we  would  be  where  we  are  at,  where  this 
committee  had  to  concern  themselves  about  having  to  restore  a 
base. 

As  I  said  before,  it  would  not  have  declined  to  the  extent  that  it 
has.  Bases  are  being  destroyed. 
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There  used  to  be  agreements  between  prime  contractors  and  sub- 
contractors to  primes  with  the  DOD,  mobilization  agreements,  that 
our  companies  would  agree  to  mftintain  the  capability  on  a  peace- 
time level  which  can  grow  by  using  three  shifts,  6  days,  whatever 
that  workweek — 132  hour  workweek — in  order  to  expand  into  a 
mobilization  or  surge  situation. 

There  are  no  such  agreements  anymore. 

Mr.  Shumwav.  You  said  with  reference  to  DOD  and  these  provi- 
sions— I  think  you  asked  this  question  rhetorically,  "Why  have 
they  chosen  to  set  them  aside  or  ignore  them  to  the  detriment  of 
that  which  they  were  designed  to  establish  and  maintain  once  es- 
tablished?" 

What  is  the  answer  to  that  question?  Is  it  a  classified  answer 
that  you  cannot  tell  us,  or  do  you  not  know  the  answer? 

Mr.  Bernhabdt.  No,  it  is  not  classified,  it  is  just  difficult  to  get 
any  group  of  DOD  personnel  to  agree  as  to  why  they  are  not 
paying  attention  to  these. 

Mr.  Shumway.  Well,  without  the  agreement— what  are  some  of 
those  reasons? 

Mr.  Bernhardt.  The  budget 

Admiral  Moorer.  I  can  answer  that. 

Excuse  me.  I3very  time  I  brought  that  subject  up,  and  posed  that 
question  to  Secretary  McNamara,  he  said,  "Oh,  we  do  not  need  any 
ships,  we  will  get  them  from  our  aUies."  And  so,  it  is  very  difficult 
to  generate  any  interest  on  the  production  and  construction  of  mer- 
chant ships.  You  cannot  get  that  going. 

Mr.  Shumway.  Mr.  Coffey,  you  described  in  some  detail  the 
members  of  your  association. 

Do  you  know  how  much  of  the  output  of  production  of  your  mem- 
bers is  actually  used  in  exports  from  this  country? 

Mr.  Coffey.  I  would  say  a  pretty  small  number,  probably  on  the 
order  of  10  percent  or  less. 

Mr.  Shumway.  I  take  it  that  that  would  be  sent  largely  to  our 
allies,  those  that  we  are  perhaps  trading  with? 

Mr.  Coffey.  It  is  edl  over  the  world,  but  yes,  largely  to  Western 
Europe. 

Mr.  Shumway.  If  indeed  we  were  to  impose  a  strict  Buy  Ameri- 
can policy  in  this  regard,  does  it  seem  to  you  likely  that  some  of 
those  allies  would  retaliate  by  no  longer  buying  our  products,  no 
longer  being  interested  in  exports  from  this  country? 

How  do  we  avoid  that? 

Mr.  Coffey.  I  would  say  that  really  what  we  are  doing  with  this 
bill  is  not  intervening  in  the  world  trade  system.  We  are  engaging 
in  counterintervention  against  our  Western  European  allies. 

Through  the  of!set  policy,  they  have  in  fact  affected  the  defense 
industrial  base  of  the  country.  So  you  have  got  a  situation  where 
the  system  is  out  of  balance  now.  You  know,  we  talk  about  a  world' 
trading  system,  and  yet  we  have  governments  in  Europe  imposing 
requirements  on  individual  companies  that  have  an  effect  on  the 
ability  of  American  defense  mcmufacturers  to  compete  in  the 
world,  emd  the  ability  of  the  subcontracting  industry  to  exist  in  the 
United  States. 

So,  I  think  what  this  bill  is  all  about  from  our  perspective  as 
companies  interested  in  the  world  trading  system  is  that  we  are  re- 
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taliating  against  their  assertions  since  1977  with  this  kind  of  an 
action. 

Mr.  Shuuway.  Is  there  any  reason  why  we  should  not  take  into 
account  the  industrial  capacities  of  allies  such  as  Canada — we  talk 
about  overseas  allies,  but  this  one  is  overland — and  count  their  ca- 
pability as  part  of  our  relevant  defense  industrial  base?  Should  we 
no  longer  buy  from  Canada? 

Mr.  Coffey.  No,  I  think  that  we  have  an  excellent  relationship 
with  Canada.  I  think  the  U.S.-Canadian  free  trade  agreement, 
which  we  were  a  great  supporter  of,  is  a  very  positive  move,  be- 
cause it  does  build  a  single  economy  between  the  two  countries. 

We  are  now  starting  to  do  the  same  thing  with  Mexico.  Just  this 
week  Mexico  Einnounced  that  it  is  opening  ownership  to  American 
companies  for  the  first  time. 

Mr.  Shumway.  Would  that  be  Buy  American  as  far  as  Japan  and 
Europe  are  concerned,  but  allow  purchases  from  Canada? 

Mr.  Coffey,  We  are  saying  a  North  Americfm  alliance  is  being 
built,  just  like  there  is  a  European  alliance  being  built  with  EC92. 

My  great  fear  with  EC92  is  that  those  companies  who  have  estab- 
lished bases  in  Europe  are  going  to  be  included  in,  and  those  com- 
panies like  our  own  who  are  trying  to  export  into  that  European 
community  are  going  to  get  blocked.  And  that  is  really  where  I 
think  the  world  is  headed,  into  these  regional  blocs  of  allumces. 

Mr.  Bernhardt.  Mr.  Shumway,  I  think  that  it  should  edso  be 
noted  that  presently  the  definition  of  the  U.S.  industrifil  and  mobi- 
lization base  is  defined  as  U.S.-Canada.  We  are  already  in  that  defi- 
nition. 

Mr.  Shumway.  So  we  are  not  talking  about  all  foreigners?  We 
are  talking  about  selected  foreigners,  except  Canada,  and  possibly 
Mexico? 

Mr.  Bernhardt.  I  have  not  heard  anything  relative  to  Mexico 
coming  into  the  U.S.  industrial  or  mobilization  base,  but  they  have 
their  own  self-interests. 

Why  are  these  companies  bujring  U.S.  companies  that  are  in  the 
defense  business?  England,  Germany — they  have  been  trying  to  get 
tiieir  product  into  the  arsenal  of  ammunition  and  weapons  in  this 
country  for  years. 

They  have  not  been  able  to  do  it,  whether  it  is  NIH  or  whatever 
keeps  our  people  from  taking  a  hard  look  at  a  good  weapons 
system — so  now  they  are  bujring  companies,  and  they  will  intro- 
duce it  that  way. 

Mr.  Shumway.  Well,  I  understand  that. 

I  think  that  there  is  a  certain  inconsistency,  maybe  even  hypocri- 
sy, in  saying  that  we  advocate  selling  weapons  systems  or  supplies 
or  firms  of  any  type  overseas,  and  yet  we  expect  that  they  wUl  not 
retaliate,  that  they  will  not  idly  themselves  with  their  own  inter- 
ests when  we  put  into  effect  a  Buy-American  policy  here. 

Those  EU'e  both  maybe  laudable  goals,  but  I  think  they  come  to  a 
self-contradictory  point.  That  is  something  that  we  could  debate  all 
afternoon,  and  I  know  that  no  one  has  the  time  for  that. 

Let  me  just  ask  Admiral  Moorer  one  more  question. 

You  say  that  in  1982,  there  were  over  118,000  firms  providing 
goods  and  equipment  to  DOD,  and  in  1987,  the  number  had  de- 
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creased  to  less  than  40,000  firms,  and  then  you  offered  some  rea- 
sons  as  to  why  that  happened. 

Is  there  a  magic  number  as  to  how  many  firms  there  should  be 
producing  defense  goods,  and  if  there  is  such  a  number,  how  can 
we  say  what  it  is?  Is  it  118,000?  Is  it  40,000?  Is  it  somethii^  in  be- 
tween? How  can  we  determine  that  number? 

Admiral  Moorer.  There  is  no  magic  number,  but  what  this  indi- 
catee  is  the  deterioration  of  the  defense  base,  and  when  you  reduce 
the  whole  base  down  to  the  point  where  there  is;  A,  no  competition; 
and  B,  the  research  and  development  base  has  also  deteriorated,  it 
just  results  in  weakening  the  Nation. 

If  I  could  go  back  to  your  other  questions,  about 

Mr.  Shumway.  Let  me  just  follow  up,  because  my  time  is  limited, 
and  I  want  to  give  the  time  back  to  the  Chair. 

Is  it  really  correct  to  make  that  point  by  just  citing  the  number 
of  industries  that  are  now  supplying  DOD?  I  think  the  more  impor- 
tant criterion  is  to  look  at  their  production  capacity.  The  number 
of  firms  does  not  really  determine  that.  I  tmnk  the  amount  of 
goods  they  are  producing,  the  amount  of  goods  that  are  being 
bought  by  U.S.  firms  is  much  more  relevant. 

Admiral  Moorer.  Well,  the  way  I  feel  about  It  is  that  there  are 
many  things  that  we  can  trade  back  and  forth,  and  it  would  not 
particul£u-!y  endanger  our  combat  capabilities. 

However,  there  are  special  things  that  certainly  should  be  con- 
fined to  the  United  States.  What  I  do  not  want  to  see  happen  is 
that  we  have  to  depend  on  overseas  to  get  a  critical  part  of  a  very, 
very  important  weapon  system. 

If  you  are  talking  about  pistol  ammunition,  machine  gun  ammu- 
nition, perhaps  you  can  make  some  trades.  But  I  do  not  think  we 
should  ever  get  in  a  position  where  we  have  no  capability  to  build  a 
specific,  critical  part,  and  we  are  totally  dependent  upon  some  for- 
eign country  to  give  it  to  us. 

Mr.  Shumway.  I  think  we  are  all  in  agreement. 

Admiral  Moorer.  That  is  what  I  have  tried  to  say. 

I  tried  to  make  a  very  short  statement.  I  do  not  know  whether 
you  have  seen  our  report,  but  I  could  sit  there  and  talk  all  day 
about  this  subject. 

I  WEis  just  trying  to  indicate  how  the  system  has  deteriorated. 

Mr.  Shumway.  Certainly  on  the  counterpoint,  basically  I  agree 
with  you  about  the  number  of  firms,  because  obviously  we  have 
seen  a  dramatic  increase  in  productivity  in  Americfm  compemies, 
particularly  within  the  last  10  years,  so  that  fewer  companies  can 
produce  more  goods  and  produce  them  more  cheaply. 

The  great  advantage  that  foreign  competitors  have  had  until  the 
introduction  of  technol<^y  into  American  industry  has  been  their 
labor  cost.  But  technolc^y  tends  to  force  labor  costs  to  equalize  be- 
tween countries,  because  by  using  technology,  you  reduce  the  labor 
content  of  the  product. 

So,  in  the  best  of  all  worlds,  we  would  have  an  open  trading 
system  with  no  duties  and  no  restrictions  between  any  countries. 
But  for  too  long,  America  has  been  the  only  country  that  way. 

Now  at  least  we  have  linked  up  with  Canada  in  an  open  trading 
system.  That  is  the  first  country  that  we  actually  have  a  clear, 
open  trading  system  with  in  the  world,  and  what  we  are  dealing 
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with  today  are  all  those  other  anomalies  that  are  imposed  by  vari- 
ous countries  in  the  pursuit  of  their  private  interests,  and  the 
e^ect  that  it  has  been  having  on  the  industrial  base  and  the  de- 
fense component  of  the  industrial  base. 

Are  these  offsets  not  another  name  for  "Buy  Germany"? 

"Yes,  I  will  take  your  order  for  $100  million,  but  you  have  got  to 
buy  $150  million  of  my  stuff."  Is  that  not  "Buy  American",  or  "Buy 
Some  Country"  in  a  different  name,  called  offset? 

I  was  concerned  that,  in  having  this  dial(^ue  as  to  "Buy  Ameri- 
can", it  was  OK  to  buy  from  Ccuiada,  and  maybe  OK  from  Mexico, 
but  we  had  to  pick  and  select  whom  we  do  not  WEUit  to  buy  from. 

Chair  Dakar.  The  spirit  of  this  l^islation — if  there  is  a  way  to 
amend  it  to  make  it  clearer,  I  would  be  more  than  welcome  to  have 
any  amendments  you  gentlemen  might  want  to  offer — is  not  frank- 
ly Buy  American.  What  it  really  is  trying  to  say  is  that  in  a  time  of 
crisis,  are  we  militarily  prepared  to  produce  our  own  equipment, 
for  those  kinds  of  avenues  that  the  President  deems  are  necessary? 

Really,  it  is  no  more  £md  no  less.  I  do  not  think  that  we  want  to 
say  that  you  must  buy.  1  eun  going  to  Turkey,  to  a  NATO  meeting, 
as  a  parliamentarifm  from  our  country,  representing  our  countiy 
among  other  Members.  So  I  strongly  believe  in  our  alliances,  and  I 
would  be  the  first  one  to  say  that  we  cannot  chop  off  those  alli- 
ances globally  with  Europe  or  other  countries.  Our  allies  are  very 
important  to  us. 

But  we  really  are  trying  to  narrow  the  legislation  to  specifically 
address  military  prepare&ess  in  a  time  of  crisis,  £md  we  could 
debate  about  the  trade  issues  and  so  on,  and  I  would  be  prepared  to 
do  that. 

But  that  really  is  not  what  we  are  talking  about,  in  terms  of  the 
focus  of  what  it  is  I  am  trying  to  do.  I  would  say  to  my  friend,  and 
any  other  Member,  and  for  the  record:  if  there  is  a  way  to  amend 
that  legislation  to  pinpoint  that  specific  area,  which  is  the  theme  of 
the  Defense  Production  Act — that  is  really  what  we  are  dealing 
with  here — I  certainly  would  be  prepsired  to  accept  that  kind  of 
compromise. 

That  is  what  we  are  trying  to  do,  so  we  are  not  just  saying  we 
want  you  to  buy  our  products.  We  are  saying  that  in  time  of  crisis, 
there  ought  to  be  some  concern  about  whether  we  Eu-e  militarily 
prepared  with  our  base. 

But  in  any  event,  thank  you  for  your  important  questions. 

I  think  that  we  are  going  to  have  some  witnesses  who  do  not 
agree  with  this  l^islation  wholesale.  So  some  of  them  we  will  hear 
from  perhaps  next  week,  and  some  in  future  weeks. 

We  are  very,  very  pleased  to  have  questions  that  challenge  what 
we  are  trying  to  do. 

Mr.  Neal. 

Mr.  Neal  or  Massachusetts.  Just  a  couple  of  quick  questions. 

What  is  the  net  effect  of  the  current  blddii^  procedures  at  the 
Department  of  Defense,  ets  it  relates  to  the  shrinkil^  of  the  pool  for 
those  who  might  be  interested  in  bidding? 

Mr.  Bebnhardt.  I  will  see  if  I  can  give  you  a  specific  example. 

The  Fascam  family,  a  family  of  scatterable  mine  program^— 3 
years  ago,  the  Army  s  forecast  was  that  they  were  going  to  buy 
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over  the  5  years  in  excess  of  8  million  units,  spread  across  three 
distinct  programs — all  \and  mine  programs. 

They  constructed  a  base  of  six  companies  in  order  to  address,  in 
peacetime,  that  level  of  procurement,  so  that  in  the  event  of  hostil- 
ities, there  would  be  enough  companies  to  really  gear  up  and 
supply  enough  under  a  hostile  situation. 

Today,  only  35  percent  of  that  quantity  is  still  being  scheduled 
for  acquisition.  Two  of  those  six  companies  have  just  walked  away 
from  the  base;  two  big  ones — RCA  and  Burroughs,  people  who  you 
would  think  would  have  all  the  expertise  you  ever  needed  to  make 
an  electronic  device  such  as  that  land  mine  is. 

The  awards  now  are  so  low  that  they  are  making  100  percent 
awards  to  one  company.  So,  even  though  there  were  four  remain- 
ing in  the  base,  only  one  company  is  receiving  the  awards,  and  the 
oUier  three's  lines  are  going  down. 

So  there  are  other — I  have  gotten  phone  calls  from  r^onal  of- 
fices begging  me  to  sign  tm  agreement  for  mobilization  on  a  prod- 
uct we  have  never  made,  because  there  are  holes  in  their  files. 
They  have  no  company  listed  to  make  that  product  which  is  still  on 
the  list  as  being  required  in  the  event  of  mobilization,  and  we  have 
refused  to  do  it. 

It  would  be  an  out  and  out  lie  for  me  to  say  that  I  can  step  up 
and  make  you  this  many  a  month,  because  we  have  never  made  it, 
nor  do  we  have  ar^  tools  to  do  it.  But  that  is  how  bad  it  is.  That  is 
just  one  example.  I  am  sure  that  there  are  others. 

Mr.  Coffey.  If  I  could  give  you  another  perspective  on  it — of  the 
3,000  members  in  our  orgimization,  about  35  percent  of  them  par- 
ticipate in  the  bidding  process. 

Ilie  rest  of  them  do  not  want  emything  to  do  with  it,  and  it  in- 
volves the  fact  that  it  is  the  person  who  made  the  mistake  that 
gets  the  job  and  the  bid. 

Mr.  Bernhardt.  On  the  low  side. 

Mr.  Coffey.  Well,  absolutely  on  the  low  side.  [Laughter.] 

It  is  the  guy  that  really  punted  the  quote  that  winds  up  getting 
tiie  job,  whether  he  has  the  capability  or  not,  and  then  somebody 
else  gets  involved  in  rescuing  that  job,  and  you  know,  the  profit 
margins  are  not  there. 

The  other  thing  is  that  the  mess  in  data  rights  in  the  Defense 
Department  is  just  that — a  quagmire. 

They  put  out  a  request  for  proposal  in  the  Commerce  Business 
Daily.  They  give  you  30  days  or  60  day  to  respond.  It  can  take  a 
year  to  get  the  data  rights,  to  get  the  data  on  what  it  is  you  are 
supposed  to  be  building  under  this  quotation.  And  all  the  services 
are  in  trouble,  and  the  Air  Force  Yiaa  tried  the  hardest. 

In  the  Air  Force  now,  it  will  take  you  anywhere  from  7  to  9 
months  to  get  the  data  so  that  you  know  what  it  is  that  you  are 
supposed  to  be  building.  So  you  miss  the  bidding  cycle  because  the 
data  is  not  even  available  from  the  Defense  Department,  so  the 
system  is  not  working. 

Mr.  Neal  of  Massachusetts.  How  do  you  react  to  the  idea  of  a 
multiyear  contract?  More  than  just  em  annual  review? 

Mr.  Bernhardt.  I  believe  the  industiy  in  general  is  in  favor  of 
multi-year  contracts.  Our  company  was  involved  strictly  in  the  am- 
munition sector. 
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Except  for  the  galley  30  mm  ammunition,  I  have  never  seen  one 
multi-year  procurement  in  ammunition — never,  But  I  think  that 
industry,  that  that  part  of  the  defense  industry  as  a  whole  would 
relish  being  given  the  opportunity  to  go  multi-year. 

Mr.  Neal  of  Massachusetts.  What  is  the  private  sector's  re£tc- 
tion  to  the  idea  that  they  are  expected  to  go  through  research,  only 
to  have  to  go  through  the  base  procedure  eigain,  perhaps  years 
from  now? 

Mr.  Coffey.  Well,  that  basically  goes  to  the  data  rights  problem, 
which  heis  been  a  source  of  considerable  debate  for  a  long  time. 

Right  now,  if  I  am  an  inventor,  and  I  invent  something,  I  have 
some  options.  One  option  is  to  go  file  for  a  patent. 

If  I  hie  for  a  patent,  that  patent  will  immediately  show  up  in 
Japan,  and  copies  of  anything  under  that  patent  will  be  made,  at- 
tributed or  not,  royalties  paid  or  not. 

So,  people  have  lost  confidence,  inventors — tuid  an  awful  lot  of 
the  members  of  my  industry  are  inventors — have  lost  confidence  in 
the  patent  system.  They  see  it  as  a  license  to  steal. 

So,  the  basic  approach  that  they  take  now  is  you  have  got  to  be 
the  first  with  the  idea.  You  have  got  to  milk  it  for  as  long  eis  you 
possibly  can,  until  they  can  reverse  engineer  and  copy  it.  And  that 
is  the  situation  in  the  competitive  market  right  now. 

So  you  have  got  a  very,  very  great  lack  of  confidence  in  the  intel- 
lectual property  laws,  and  people  are  not  using  them.  They  are  not 
registering  patents  anymore. 

I  have  members  who  have  written  me  letters  saying  I  would  not 
dare  roister  a  patent  on  this  new  invention,  because  if  I  do,  it  is 
going  to  show  up  in  some  other  country  real  quick. 

I  ^nk  that  is  where  there  is  a  real  lack  of  integrity.  Then,  in 
data  rights,  you  have  got  the  situation  that  if  I  sell  it  to  the  Gov- 
ernment, I  have  got  to  give  100  percent  public  access  to  that  infor- 
mation. So  again,  the  inventor  says,  why  do  I  want  to  do  business 
with  the  U.S.  Government?  I  have  to  give  my  data  rights  away. 

So  you  are  caught  in  a  terrible  dilemma  here,  in  trying  to  get 
R&D  done  for  the  military,  but  all  the  people  who  are  the  inven- 
tors out  there  are  saying,  'Why  should  I  give  away  all  this,  for  the 
price  of  a  low-bid  contract?"  And  that  is  why  you  are  having  trou- 
ble. 

Mr.  Bernhardt.  Industry  does  not  quEurel. 

The  two  extremes  of  development  is  where  the  Government  to- 
tally funds  a  development  activity  under  a  fixed-fee  contract — I  do 
not  believe  industry  has  ever  quarreled  with  the  Government  not 
having  100  percent  of  the  right  to  that,  and  they  do  with  it  what 
they  will. 

But  when  industry  under  independent  research  and  development 
comes  up  with  an  item,  it  used  to  be,  once  accepted,  for  at  least  2 
years,  the  first  production  contract  would  be  award^  to  the  devel- 
oper. During  that  time,  recognizing  the  development  of  em  item  is 
not  really  putting  it  into  position  for  a  full-scale  volume  produc- 
tion. 

But  for  2  years,  they  had  the  opportunity  to  get  everything 
ironed  out,  euid  then  it  would  go  out  for  competition.  But  now, 
IR&D,  if  you  ever  give  it  to  the  Government,  you  have  no  guEu-an- 
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tee  that  you  will  ever  win  even  the  first  production  contract — none 
at  all.  It  is  not  restricted. 

They  just  put  it  out,  and  compete  it,  and  like  you  said,  the  guy 
who  needs  it  the  worst,  or  by  mistake  ends  up  v/ith  the  low  price, 
gets  the  aw3u-d. 

Chair  Oakar.  Can  I  ask,  for  the  record,  any  of  you  gentlemen — 
you  mentioned  the  Admiral,  and  I  assume  that  perhaps  some  of 
you  feel  the  same  way — you  may  or  may  not — you  mentioned  the 
Saudi  situation,  where  we  did  not  agree  to  sell  our  equipment  to 
the  Saudis  for  their  defense  in  the  defense  of  that  region. 

Let  me  ask  you  what  you  think  about  tlie  FSX  nghter,  Do  you 
think  we  should  be  engeiglng  in  that  agreement,  that  memoreLndum 
of  understanding?  Do  you  think  that  should  be  fulfilled? 

Admiral,  do  you  want  to  begin,  and  if  anybody  else  wants  to 
jump  in,  feel  free. 

Admiral  Moorer.  Well,  I  think  the  Japanese  should  have  taken 
the  F-16,  and  I  think  that  will  fulfill  their  requirements. 

They  are  going,  of  course,  to  try  to  get  into  the  aerospace  busi- 
ness. I  was  talking  to  some  Japanese  omy  yesterday.  They  have  the 
money,  they  have  got  the  industry,  and  they  have  got  the  technolo- 
gy. They  can  do  it. 

But  I  was  not  too  keen  on  selling — I  mean,  going  with  the  FSX 
program.  But  I  know  that  it  is  a  50-50  proposition.  You  can  find 
just  as  many  people  who  are  supporting  it  as  are  ojjposed  to  it,  the 
idea  being  that  a,  it  would  give  us  many  jobs,  and  give  us  certainly 
an  impact  on  the  balance  of  payments,  and  that  really  we  were  not 
giving  anything  away. 

But  of  course,  I  think  that  everyone  should  realize  that  the  Japa- 
nese are  going  to  go  full  speed  now  into  the  aerospace  industry, 
and  not  only  just  to  combat  aircraft. 

They  are  going  to  build  747  types,  too. 

Mr.  Bernhardt.  I  know  there  are  arguments  pro  and  con,  some 
on  the  merit  that,  well,  they  are  going  to  put  so  much  money  in, 
and  we  are  going  to  give  so  much  technology,  and  even  if  we  did 
not,  over  time  they  could  do  it  themselves,  and  they  are  going  to 
give  us  50  percent  of  the  value  of  product  or  material  contained 
within  the  aircraft,  the  manufacture  in  the  United  States — I  have 
a  deathly  fear.  I  do  not  know  how  long  it  will  take,  but  I  just  have 
a  fear  that  we  will  be  buying — I  do  not  know  if  they  will  call  the 
airplane  Toyota,  or  Mitsubishi,  but  whatever  they  call  it,  we  are 
going  to  be  buying  those,  and  they  are  going  to  be  selling  them 
around  the  world,  and  then  even  our  F-lBs,  other  countries  will 
not  buy. 

I  am  not  in  favor  of  it. 

Chair  Oakar.  Mr.  Coffey. 

Mr.  Coffey.  I  think  it  is  again  a  representation  of  an  American 
company  being  put  in  the  position  of  havit^  to  respond  to  a  gov- 
ernmental mandate  in  Japan. 

You  have  got  a  situation  where  in  order  to  make  the  sale  at  all, 
this  was  a  condition  of  the  sale,  and  you  can  say,  well,  the  F-16  is 
an  old  fighter  plane,  really,  because  of  all  the  new  technology  and 
the  ATF  coming  along,  and  things  of  that  sort. 

But  I  think  again,  you  are  giving  away  know-how,  and  you  are 
giving  away  thii^  that  would  create  jobs  in  the  United  States,  and 
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the  risk  you  are  takii^  is  that  the  Japanese  will  go  shop  elsewhere 
for  something. 

The  elsewhere  is  limited.  It  is  limited  to  the  Ehiropean  alterna- 
tive. Airbus  has  never  made  money.  It  has  been  subsidized  now  to 
the  tune  of  $14  billion  by  the  governments  of  Europe.  It  has  in  its 
own  reports  said  that  it  has  no  plan  to  make  money. 

Perhaps  if  the  Japanese  get  into  that  business  as  adequately  as 
the  Europeans  have,  we  will  get  some  of  that  balance  of  payments 
back,  if  they  can  lose  some  of  that  kind  of  money  that  Europe 
seems  to  be  losing  in  the  aircraft  industry. 

So  I  do  not  see  any  reason  for  us  to  give  up  the  aircraft  industry 
to  the  Japanese.  You  have  got  it  here.  Boeing  is  clearly  the  domi- 
nant manufacturer.  Boeing  still  manages  to  make  jprtmts.  Boeing 
subcontracts  with  a  huge  number  of  companies  in  this  country  for 
parts  and  components. 

McDonnell-Douglas,  all  those  aircraft  mcmufacturers  establish 
huge  bases  of  subcontractors,  and  what  we  are  going  to  wind  up 
doing  is  giving  that  away.  So  I  do  not  see  what  the  point  is. 

Admiral  Moorer.  May  I  just  make  one  more  comment,  Madam 
Chair? 

Chair  Oakar.  Sure. 

Admiral  Moorer.  I  have  lived  in  Japan,  and  as  I  said,  I  was  at 
Pearl  Harbor  when  the  Japanese  attacked,  and  I  went  all  through 
the  Pacific,  and  ao  on.  I  thmk  that  I  know  a  lot  about  the  Japanese 
and  where  they  hve. 

I  think  that  you  have  got  to  took  at  the  whole  Western  Pacific 
area,  and  the  Japtuiese  certainly  are  a  meuitime  nation.  They  must 
have  open  sea  lanes,  in  order  not  only  to  carry  on  their  economy, 
but  in  wartime  to  survive. 

Their  effort  should  be  placed,  in  my  view,  on  two  things — anti- 
submarine capability  and  air  defense. 

Now,  the  F-16  is  a  very  good  air  defense  furpleuie.  I  believe  what 
they  have  in  mind  with  this  new  advanced  version  is  to  increase 
the  air  to  ground  capability.  The  air  to  ground  capability — M"  the 
Japanese  get  a  full  air  to  ground  capability,  the  small  nations  in 
Southeast  Asia  are  going  to  be  very  concerned  that  they  are  going 
to  invade  someone  agfun. 

In  other  words,  I  think  that  they — and  I  have  told  the  Japanese 
this  for  yeEirs  and  years — should  concentrate  on  defending  their 
country  and  keeping  the  shipping  going,  and  the  minute  that  they 
build  ^e  capability  which  can  bie  interpreted  as  the  intention  OT 
going  someplace  else,  then  you  are  goii^  to  hear  a  great  hue  and 
cry  from  the  other  nations,  other  nations  starting  with  Australia, 
Indonesia,  Singapore,  and  coming  right  on  up  the  line. 

They  still  remember  World  War  11,  and  they  do  not  want  the 
Japanese  to  have  an  invasion  capability. 

Chair  Oakar.  I  wanted  to  ask  the  panel — I  think,  Mr.  Bernhardt, 
you  referred  to  this  either  directly  or  indirectly  in  your  testimony. 

There  is  a  difference  between  the  contract  price  and  the  actual 
cost,  and  if  we  take  into  consideration — because  you  were  talkii^ 
about  lower,  the  act  that  provided  for  the  competition  in  contract- 
ing, which  you,  I  think,  mentioned  would  drive  this  decision  for 
contract  so  that  the  lowest  possible  prices  can  be  obtained,  even  at 
the  expense  of  the  industrial  readiness,  and  so  forth. 
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There  is  Etnother  factor,  and  that  is  the  actual  cost,  price  of  the 
item,  versus  the  cost,  and  if  we  factor  in  the  actual  cost  in  terms  of 
the  loss  of  State  and  local  and  Federal  tax  revenues,  has  your  com- 
pany or  your  (H^anization  ever  really  gotten  into  that  as  an  at- 
tempt to  amend  the  legislation  so  that  that  would  have  to  be  a  con- 
sideration? 

I  remember,  I  mention  that  because  I  remember  at  a  White 
House  meeting,  a  small  meetii^  where  we  were  talking  about  na- 
tional security  and  defense,  I  asked  the  question  of  Secretary  Wein- 
berger,  why  we  were  contreictii^  out  so  much  of  our  defense  equip- 
ment? 

He  said,  well,  what  do  you  expect  me  to  do?  He  said,  the  Con- 
gress will  not  give  me  but  limited  funding,  although  we  have  in- 
creased that  budget  quite  a  bit  over  the  last  few  years. 

But  he  said  that  we  would  not  give  him  funding— he  said,  yes, 
only  so  much  to  work  with,  and  this  is  what  he  has,  so  he  has  to  go 
after  the  lowest  bid. 

I  did  not  get  into  the  loss  of  our  own  tax  base,  and  so  forth.  But 
has  your  company  or  organization  or  anyone  ever  factored  in  the 
price  versus  cost  argument? 

Mr.  Bernhahdt.  Without  having  detailed  knowledge  of  each 
country's  hierarchy  of  taxation,  and  whether  or  not  they  require 
you — have  an  OSHA,  or  this  sort  of  thing,  and  an  EPA  sort  of 
thing,  and  mandatory  pensions,  mandatory  health  benefits — it  is 
most  difficult. 

We  have  talked  about  it  as  havii^  to  have  that  kind  of  informa- 
tion when  you  are  comparing  an  overseas  price  versus  a  price  from 
domestic  companies,  who  have  those  kinds  of  costs  within  their 
overhead  rates,  and  their  G&A  rates. 

We  tried  to  find  out  whether  or  not  that  is  possible — to  create  a 
factor  that  should  be  applied  to  prices  from  foreign  countries  where 
they  do  not  have  that  same  kind  of  mandated  requirement  imposed 
upon  their  cost.  But  we  really  never  got  anyplace  with  it,  other 
than  just  chatting  about  it,  and  talking  with  officials. 

But  no  one  knows  how  to  come  up  with  the  factor. 

Mr.  Coffey.  I  guess  the  best  way  that  I  can  approach  that  is  just 
to  build  on  what  he  said. 

When  we  look  at  automobile  stampings,  for  instance,  between 
Japan  and  the  United  States,  the  American  Iron  and  Steel  Insti- 
tute, the  NTMA,  did  a  joint  project  to  study  costs  for  Japan  and 
costs  for  the  United  States. 

Basicedly  what  we  found  was  that  when  all  factors  were  consid- 
ered— taxes,  everything — that  price  was  irrelevant.  Price  was 
within  3  to  4  percent  one  way  or  the  other,  in  every  sii^le  in- 
stance. 

The  proposal  which  as  floated  in  the  Congress  several  times,  and 
probably  needs  another  look,  is  called  the  Business  Transfer  Tax. 
The  Business  Transfer  Tax  was  introduced  by  Senator  Roth  last 
time  around  and  is  a  proposal  that  basically  says  that  we  should 
impose  a  VAT-like  tax  on  all  products  sold  in  the  United  States, 
and  allow  domestic  producers  to  write  off  against  that  the  mandat> 
ed  benefits  costs  imposed  by  law. 
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Then,  foreign  competitors  would  have  to  pay  their  fair  share  of 
those  mandated  costs.  And  in  reality,  they  would  wind  up  paying 
them  all. 

The  opposite  is  true  going  the  other  way.  Whenever  we  sell  in 
Europe,  whenever  we  sell  in  Japan,  value  added  taxes  are  placed 
on  all  American  goods  to  cover  their  social  welfare  costs.  We  do  not 
have  that  ssrstem. 

Again,  the  system  is  out  of  balance,  emd  taxii^  authority  on  that 
basis. 

Chair  Oakar.  Well,  there  is  a  big  argument  with  some  of  our  col- 
leagues, really  in  the  fore&ont  on  the  burden  sharing  idea,  and 
having  heard  Representative  Schroeder's  speeches  on  that  a 
number  of  times,  and  others,  her  EU'gument  is  that  we  are  paying 
for  their  national  health  care,  we  are  paying  for  their  collie  tui- 
tion, and  so  forth,  at  a  time  and  giving  them  contracts  and  so  on 
when  we  least  can  afford  to  do  that. 

Our  citizens  wonder  what  is  going  on  in  lowering  some  of  our 
programs  in  terms  of  keeping  up  wit£  the  need.  Certainly  it  is  true 
that  40  million  Americans  do  not  have  any  health  care  or  access  to 
it,  let  alone  those  who  have  inadequate  coverage. 

So,  you  get  into  the  total  picture  here,  which  may  or  may  not  be 
the  subject  of  this  bill,  but  other  bills.  I  wish  that  someone  would 
take  a  look  at  the  laws  of  revenues. 

I  am  anxious  to  get  a  copy  of  that  booklet  you  said  you  had,  or 
whatever,  relative  to  the  foreign  contretcts,  because  some  years  ago, 
I  tried  to  get  a  handle  on  that,  and  I  mean,  you  just  try  to  get  tlutt 
information.  It  is  not  easy. 

Here,  somehow,  you  have  it  all  in  one  little  booklet.  I  am  telling 
you,  I  am  glad  you  are  a  witness  today.  [Laiighter.] 

I  do  not  think  it  is  confidential,  and  if  it  is,  I  can  at  least  read  it. 

But  in  any  event,  you  know,  the  tax  revenues  that  we  lose,  local 
and  Federal  and  State,  are  enormous,  and  it  is  true  that  they  have 
tried  to — in  OSHA,  we  know  flat  out  that  they  do  not  have  those 
restrictions  by  and  large,  and  those  kinds  of  coverages. 

It  is  interesting,  our  northeetst-midwest  cofdition,  some  years  ago, 
went  to  Japan,  and  one  of  their  big  concerns  was  Korea,  because 
they  said,  well,  you  know,  now  we  have  uj^raded  our  pay  scales 
and  all  that,  and  frankly  some  of  their  scales  were  not  too  (ufferent 
from  American  pay. 

They  counted  ml  their  benefits,  and  in  some  cases  they  were 
better.  And  now  they  are  concerned  because  of  the  cheap  labor  in 
Korea  being  better.  It  is  a  vicious  circle. 

I  want  to  ask  one  last  question,  and  that  was — you  made  a  state- 
ment, Mr.  Coffey,  I  think  parenthetically,  about  how  you  wished 
that  there  had  been  a  title  more  dedicated  to  the  shortage  of 
skilled  labor — am  I  quoting  you  proj»erly? 

Would  you  elaborate  on  that?  I  have  had  companies  in  my  own 
district  that  were  very  involved  in  specialized  landing  gear,  emd  so 
forth,  Emd  they  said  they  were  losing  a  whole  generation  of  skilled 
labor,  ready  to  retire.  And  in  regard  to  the  kids— we  are  placing 
emphasis  in  many  places  in  our  educational  system,  but  we  are  not 
meeting  the  needs  of  filling  those  kinds  of  jobs  as  their  parents 
once  did,  and  yet  they  are  very  volatile  tmd  die  in  the  streets,  and 
so  forth. 
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Could  you  elaborate  on  what  we  might  do  for  that,  and  how  you 
would  Uunk  it  would  be  appropriate  to  devote  ourselves  a  little  bit 
more  to  that  area? 

Mr.  Coffey.  I  think  that  the  greatest  opportunity  for  that  is  obvi- 
ously the  reauthorization  of  the  Perkins  Act  which  is  going 
through  the  Congress  at  this  time. 

We  have,  for  numy  years,  prided  ourselves  on  academic  achieve- 
ment versus  vocational  eichievement.  We  have,  in  our  school  sys- 
tems, tended  to  put  kids  who  were  troubled  in  vocational  educa- 
tion, and  kids  who  were  mathematically  smart,  kids  who  had  spa- 
tial capability,  kids  who  had  an  appreciation  and  understanding  of 
plwsics,  into  an  academic  curriculum. 

We  turned  far  too  many  of  those  potential  tooling  geniuses  into 
lawyers,  and  the  country  has  paid  a  heavy  price  for  that. 

We  have,  in  this  country,  among  parents 

Chair  Oakar.  I  cam  tell  you,  one  of  my  brothers  is  a  lawyer. 

Mr.  Coffey.  And  he  does  not  have  any  spatial  ability?  [Laugh- 
ter.] 

Well,  but  there  are  an  awful  lot  of  people  that  have  been  directr 
ed  out  of— in  other  words,  the  rewards  for  counselors  in  high 
schools  are  how  many  Ivy  League  schools  they  can  get  the  children 
in.  It  is  not  in  what  high-paying  jobs  they  can  get. 

Now,  the  tool  and  die  industry  is  the  seventh  highest  paid  life- 
time earning  occupation  in  the  United  States — the  seventh  highest. 
And  yet,  you  mention  that  to  a  parent  about  their  chUd,  and  they 
draw  back,  tmd  they  say,  "I  do  not  want  my  child  workii^  in  tliat 
environment,"  when  they  do  not  even  know  what  that  environ- 
ment is.  Because  that  environment  today  is  a  high  technole^y  envi- 
ronment. It  is  a  computer  controlled  environment,  an  environment 
with  computer  assisted  design  in  manufacturing.  It  is  a  profession 
of  high  pay,  steady  employment — because  good  times  or  bad  times, 
the  demcmd  has  always  been  there. 

I  think  that  we  need  to  plfice  much  more  emphasis  on  the  Per- 
kins Act  being  a  vehicle  for  moving  State  fundii^  toweird  combined 
academic  and  vocational  education,  and  not  this  separate  and  un- 
equal system  that  we  have  built. 

Chair  Oakar.  You  know,  some  of  us  a  few  years  ago  were  outr 
raged  when  the  administration's  bu<^t  had  zero —  zero — for  voca- 
tional training.  And  we  did  restore  some  of  the  funds  in  a  compro- 
mise, and  that  is  the  way  we  are  grounded,  is  to  try  to  compromise, 
and  get  something  done. 

But  the  fact  is  that  you  are  absolutely  right.  Now,  are  you  saying 
that  we  should  not  separate  in  our  funding  mechanism  vocationm 
training  from,  let  us  say,  other  kinds  of  tretining? 

Should  we  be  giving  student  loans  towsn-d  those  individuals  who 
want  to  go  into  apprenticeships,  and  things  of  that  nature? 

Mr,  Coffey,  What  we  need  are  people  who  are  very  good  at 
math,  and  who  are  very  good  at  physics,  and  who  are  very  good  at 
spatifil  relationships,  and  who  are  excellent  on  computers. 

Now,  that  is  hardly  a  description  of  a  vocational  educational  stu* 
dent  in  the  typical  vocational  school  in  the  United  States  at  this 
point  in  time,  because  the  system  is  not  built  that  way. 

The  system  is  built  toward  go  to  college,  get  the  degree,  tmd 
work  in  an  office,  and  that  is  the  problem. 
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You  got  into  a  discussion  the  other  day  about  the  service  econo- 
my. Well,  the  service  economy  works  for  the  manufacturing  econo- 
my, became  it  is  only  through  wealth  creation  that  you  axe  able  to 
employ  all  those  service  people,  and  weeilth  creation  is  in  manufac- 
turing. 

So  we  have  got  to  go  back  to  the  basics  in  the  educational  sj^tem 
and  say,  is  the  product  being  produced  for  industry,  for  manufac- 
turing, the  right  product?  And  the  answer,  sadly,  has  been,  for 
many  years,  no. 

That  is  why  our  Association  has  had  to  establish,  through  its 
chapters,  schools.  We  have  our  own  training  system.  We  wrote  our 
own  curriculum  for  training  through  4  years,  teacher  guides  and 
all.  And  we  did  it  at  an  investment  of  about  $400,000  for  the  trade 
association,  because  we  do  not  see  the  educational  system  deliver- 
ing the  people  who  are  needed. 

Chair  Oakak.  Well,  how  do  you  implement  your  schools? 

Mr.  Coffey.  Well,  the  schools  are  run  by  local  chapters,  and  they 
either  take  over  facilities  of  a  technical  college,  junior  college,  or 
community  college,  or  they  have  actual  physical  plants.  In  Roches- 
ter, NY,  we  run  a  very  large  school  that  runs  two  shifts  a  day,  and 
it  is  full  of  students,  and  the  owners  of  the  companies  employ  the 
people  and  send  them  to  school. 

CSiair  Oakas.  So  there  is  a  job  right  out  there  for  that  person, 
right  fiflerwEU'd. 

Mr.  Coffey.  We  have  had  the  pre-employment  training  pr<^am 
under  the  Department  of  Labor  for  20  years.  We  have  had  a  97  per- 
cent placement  rate,  and  we  now  have  graduates  of  that  pre-em- 
ployment pn^am  that  own  their  own  company. 

Mr.  Bernhardt.  The  last  numbers  I  saw  in  a  trade  association 
magazine — it  escapes  me  which  one — but  I  believe  the  numbers 
were  that  only  25  percent  of  the  required  tool  and  die  makers  for 
all  industry  in  the  United  States  are  presently  available — only  25 
percent. 

Without  tool  and  die  makers,  you  cannot  even  make  the  first 
part,  let  alone  an  end  item. 

Chair  Oakar.  Well,  you  know,  what  we  do  in  our  bill  is  require 
the  President  to  approve  assisting  programs,  so  that  the  cost  of  this 
bill  is  zero,  because  there  is  money  for  the  Defense  Production  Act, 
and  it  has  always  been  there. 

Most  people  have  a  very  Victorian  view  of  what  a  steel  mill  looks 
like.  It  is  state  of  the  art  these  days,  and  I  am  sure  that  other 
parts — I  know  since  I  have  been  in  Congress,  just  touring  the  dif- 
ferent kinds  of  diversified  industries  in  my  own  district,  in  the  past 
13  years,  there  is  a  dramatic  difference,  and  if  I  do  not  go  through 
them  once  every  couple  of  years,  it  is  like  going  to  a  different  at- 
mosphere and  environment. 

But  I  am  glad  to  see  you  bring  that  in  as  part  of  the  topic.  The 
approach  of  what  we  are  trying  to  do  to  meet  the  emei^ency  needs, 
the  national  security  needs  of  our  country,  is  to  deal  with  it  to  the 
extent  possible  in  a  comprehensive  fashion,  realizing  that  the 
President  has  to  have  some  leeway  in  terms  of  the  policies. 

So  that  is,  of  course,  as  a  former  educator,  a  very  important  com- 
ponent, I  would  think. 
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I  want  to  thank  you  gentlemen  very  much  for  your  important 
testimony  today. 

Next  week,  we  will  be  having,  if  I  am  not  mistaken,  members  of 
the  Defense  Department  here.  We  hope  they  will  bring  us  some 
people  who  are  in  a  policymaking  role  to  answer  some  of  the  ques- 
tions. We  want  to  work  with  Defense  Department  to  the  extent  pos- 
sible on  forming  some  policy,  and  we  do  not  want  to  be  in  a  posi- 
tion where  they  tell  us  thii^  off  the  record  that  they  would  not 
say  on  the  record. 

Sometimes  that  happens,  you  know,  because  we  know  that  some- 
times they  feel  differently  from  what  they  are  allowed  to  say.  But  I 
have  a  feeling  that  there  is  a  new  spirit  at  the  Defense  Depart- 
ment. I  am  hoping  that  is  true,  and  we  are  certainly  open  to  con- 
structively working  together. 

So,  thank  you  all  very  much  for  your  testimony. 

The  subcommittee  is  adjourned,  subject  to  the  call  of  the  Chair. 

[Whereupon,  at  12:04  p.m.,  the  hearing  was  adjourned,  to  recon- 
vene at  the  call  of  the  Chair.) 
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DEFENSE  PRODUCTION  ACT  AMENDMENTS  OF 

1989 


Wednesday,  May  24,  1989 

House  of  Representatives, 
Subcommittee  on  Ekx>NOMic  Stabiuzation, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met  at  10:07  a.m.  in  room  2220  of  the  Raybum 
House  Office  Building,  Hon.  Mary  Rose  Oakar  [chair  of  the  sub- 
committee] presiding. 

Present:  Chair  Oakar,  Representatives  Kaptur,  Kanjorski,  Neal 
of  Massachusetts,  and  Paxon. 

Chair  Oakar.  The  subcommittee  will  come  to  order. 

This  is  an  important  hearing.  I  am  going  to  be  brief,  first  of  all 
because  we  started  a  little  late,  and  I  apologize  for  that,  but  most 
importantly  because  we  have  four  very  fine  witnesses. 

We  are  once  again  continuing  our  legislative  testimony  on  H.R. 
486,  the  Defense  Production  Act  Amendments  of  1989.  We  will  be 
hearing  testimony  today  on  both  titles  under  consideration. 

The  first  is  a  series  of  amendments  designed  to  strengthen  Title  I 
of  the  Defense  Production  Act.  These  were  contained  in  H.R.  4037 
last  year. 

Title  n  is  entirely  new.  It  focuses  on  economic  adjustment  ac- 
tions to  assist  industries,  workers,  and  communities  in  helping 
them  to  overcome  the  adverse  effects  of  possible  weapon  systems 
cutbacks  and  other  military  facilities  closings. 

[The  prepared  statement  of  Hon.  Mary  Rose  Oakar  can  be  found 
in  the  appendix.] 

Chair  Oakar.  So  we  are  delighted  that  everyone  is  here,  and  at 
this  point  in  time  I  would  like  to  call  on  my  colleague,  Mr.  Kanjor- 
ski. 

Mr.  Kanjorski.  Madam  Chairwomfm,  I  think  you  covered  every- 
thii^. 

Because  we  have  such  a  distinguished  panel,  I  will  forego  any 
opening  statement. 

Chair  Oakar.  Thank  you  very  much. 

Mr.  Neeil. 

Mr.  Neal  of  Massachusetts.  Same  thing. 

Chair  Oakar.  It  is  certainly  a  pleasure  to  have  Mr.  Winpisinger 
here,  and  if  you  would  come  up,  Bill.  I  am  going  to  ask  you  to  come 
up  with  William  Bywater,  who  is  president  of  the  Intemationeil 
Union  of  Electronic,  Electrical,  Salaried,  Machine  and  Furniture 
Workers  (lUE)  of  the  AFL-CIO. 
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Why  don't  you  two  gentlemen  come  up  first?  It  is  a  little  crowd- 
ed at  the  desk. 

Mr.  Winpisinger  is  the  intemationftl  president  of  the  Interna* 
tional  Association  of  Machinists  and  Aerospace  Workers,  AFL-CIO. 
He  eilways  says  that  I  am  embarrass  him  when  I  say  I  am  proud  to 
say  that  he  was  raised  in  my  district  in  Cleveland,  OH. 

We  are  all  proud  of  you,  Bill,  euid  please  proceed  in  any  way  that 
is  most  comfortable. 

STATEMENT  OF  WILLIAM  W.  WINPISINGER,  INTERNATIONAL 
PRESIDENT,  INTERNATIONAL  ASSOCIATION  OF  MACHINISTS 
AND  AEROSPACE  WORKERS,  AFI^CIO 

Mr.  Winpisinger.  Thank  you  very  much.  Madam  Chair.  May  I 
say  that  we  could  easily  be  convicted  of  a  mutuftl  admiration  socie- 
ty because  I  feel  much  the  same  way  about  you  and  your  work. 

You  have  already  said  who  I  am.  I  am  not  going  to  try  to  follow 
a  verbatim  presentation,  and  I  will  hit  the  high  spots  ^  what  we 
want  to  get  before  tiie  committee. 

Chair  Oakak.  Without  objection,  we  will  put  your  entire  state- 
ment in  the  record. 

Mr.  Winpisinger.  That  would  be  appreciated. 

I  suppose  it  is  well-known  that  our  ot^anization  represents  about 
850,00<)  members,  some  20  percent  of  them,  the  active  members, 
working  in  the  military  weapons  production  industries,  and  it  in- 
cludes the  entire  gamut  of  everything  from  professional  skills,  de- 
signers, technicifms,  tool  makers,  planners,  all  of  the  skills  that  go 
into  the  work  of  that  sector,  and  ^erefore  we  have  a  rather  broad 
experience  in  the  entire  defense  production  entity. 

We  are  also  a  member  of  the  National  Council  for  Industrial  De- 
fense, and  we  participate  in  and  support  the  good  work  of  that 
group,  and  we  appreciate  the  opportunity  to  be  here  this  morning 
and  present  our  views  on  H.R.  486  and  the  amendments  to  the  De- 
fense Production  Act  of  1950,  and  we  are  very  grateful  to  you. 
Madam  Chair,  and  the  members  of  your  subcommittee  because 
almost  uniquely  this  subcommittee  has  diligently  and  I  think  quite 
honestly  focused  attention  on  the  Nation's  industrial  base  over  the 
past  several  years  now  and  providing  the  Congress,  and  therefore 
the  public,  a  view  of  the  industrial  complex  that  is  not  readily  visi- 
ble, I  don't  believe,  anywhere  else,  and  we  appreciate  yourself  and 
the  committee  members  and  the  staff  for  the  hard  work  that  has 
been  done  and  the  results  that  I  believe  are  being  produced. 

When  I  was  last  here,  I  think  2  years  ago,  yours  was  a  very 
lonely  voice  on  this  subject,  and  today  I  think  you  are  right  at  the 
point  of  the  byway  of  concern  that  seems  to  be  developing  finally 
in  the  Congress  over  the  sorry  plight  of  our  country's  industrial 
base,  £md  I  can  go  into  the  litany  of  the  FSX  desil,  which  is  very 
much  in  the  news  these  days.  But  I  am  sure  that  my  coUe^ue,  Bill 
Bywater,  is  going  to  get  us  fully  up  to  speed  on  that  subject. 

Chmr  Oakar.  I  am  going  to  ask  you  a  question  about  it,  anyway. 

Mr.  Winpisinger.  Very  well.  If  it  will  keep,  I  will  gladly  answer 
it.  I  have  a  one-track  mind. 

We  have  seen  it  over  a  range  of  industries — steel,  the  electronics, 
commercial,  and  commuter  airline  mrplane  production — and  sadly 
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to  say,  even  today  the  FSX  deal  seems  to  be  advertised  and  pre- 
sented to  the  Congress  as  a  business  deal  rather  than  a  necessary 
national  security  arrangement,  and  we  find  that  appalling,  quite 
frankly. 

Throughout  the  1970'8  and  the  1980's  thus  far,  we  have  become 
paralyzed  in  industry  eifter  industry  as  Japan  has  targeted  many  of 
the  key  industries,  and  particularly  the  semiconductor  market. 
They  have  all  but  taken  over  the  computer  chip  business,  and  even 
those  entrepreneurs  who  have  formed  entities  to  compete  with  that 
don't  have  veiy  much  luck. 

In  the  1980  s,  of  most  vital  concern  to  us,  the  most  advanced 
sector  of  the  U.S.  machine  tool  industry  has  become  decimated  by 
the  Japan^e  penetration  and  other  foreign  competitors. 

In  1976,  not  terribly  long  ^o,  they  had  just  3.4  percent  of  our 
country's  market  for  numerically  controlled  metal  cutting  and 
metal  forming  machines,  and  today  they  have  more  than  60  per- 
cent of  that  market  and  are  still  very  much  on  the  move,  and  none 
of  the  existing  legislation,  not  even  the  national  security  section  of 
the  Trade  Act,  seems  to  daunt  their  efforts,  anJ  with  very  few  ex- 
ceptions, what  we  have  left  in  this  country  are  now  mere  screw- 
driver assembly  operations  for  machine  tools  that  are  produced  in 
Japan. 

That  means  that  a  whole  generation  of  skilled  machine  tool 
builders  in  the  good  old  USA  have  been  wiped  out.  Machine  tools 
are  the  very  heart  of  the  industrial  base,  and  there  is  a  hole  that 
needs  to  be  plugged. 

Only  recently  have  we  heard  the  war  planners  express  any  con* 
cem  over  the  loss  of  that  particular  industry. 

The  list  is  virtually  endless,  and  I  will  not  belabor  our  time  this 
morning  to  cover  all  of  them,  but  much  of  the  guts  of  American 
industry  has  been  lost  to  international  cartels  of  European  and 
Japanese  entrepreneurs. 

I  would  ask  where  have  the  war  production  planners  been  while 
all  this  has  been  going  on,  while  it  is  still  going  on  as  we  meet  ^is 
morning,  because  I  think  it  is  a  fundamental  fact  that  there  can  be 
no  viable  war  production  machine  without  these  vital,  basic  indus- 
tries. 

Of  course  the  stories  about  the  loss,  the  sell-out,  whatever,  of  our 
consiuier  electronics  industry  is  well-known. 

Right  now  we  are  engaged  in  a  life  or  death  decisionmakii^  proc- 
ess to  see  if  we  want  to  establish  our  own  high  density  television 
industry  in  the  United  States,  and  I  would  say,  yes,  yes,  we  want  it. 
We  want  it  very  badly.  I  would  say  to  you.  Madam  Chair,  the  rela- 
tionship of  HDTV  to  automatic  target  selection  in  the  military 
electronics  field  has  enormous  implications  for  the  national  securi- 
ty of  the  United  States.  But  the  concern  we  seem  to  hear  most 
from  industry  and  from  war  planners  is  a  very  feeble  one. 

Altogether,  some  60  nations  are  producing  key  and  critical  com- 
ponents and  parts  for  our  national  security,  and  some  really  exotic 
places  get  in  on  the  action,  too,  like  Chad  and  Upper  Volga,  eaid 
when  I  read  that  it  blows  me  away,  I  must  say. 

Having  said  all  of  that,  I  suspect  that  the  central  question  is 
what  does  H.R.  486  do  about  it?  liiat  is  the  meat. 
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While  obviously  title  I  addresses  foreign  dependency  within  the 
context  of  conventional  warfare  £ind  sections  103  and  107  limit  in- 
sofar as  possible  production  of  existing  and  new  weapons  and  their 
supporting  systems,  including  all  parte  and  components,  to  domes- 
tic manufacturing  and  assemoly  within  the  next  5  yeiirs,  and  hope- 
fully that  will  reverse  this  current  runaway  trend  of  some  $20  to 
$30  billion  a  year  in  procurement  going  abroad  at  a  cost  of  420,000 
jobs  and  who  knows  how  many  abandoned  defense  dependent  com- 
mimities. 

Under  those  sections,  planning  to  meet  defense  production  needs 
for  at  least  6  months  following  the  declaration  of  war  or  any  hostil- 
ities sanctioned  under  a  war  powers  resolution  appears  to  us  to  be 
crisis  management  rather  than  genuine  production  planning. 

However,  if  para^aph  3  of  section  107  was  presently  in  effect, 
the  macroeconomic  issues  involved  in  the  FSX,  for  example,  would 
have  more  readily  surfaced,  more  readily  come  to  light.  The  eco- 
nomic and  defense  production  impact  assessment  which  that  sub- 
section requires  was  certainly  absent  from  the  announcement  of 
the  FSX  defil,  Euid.we  believe  any  tmd  all  defense  contracts  let  off- 
shore ought  to  be  preceded  by  economic  impact  statements.  We 
would  include  co-production  agreements,  licensing  agreements, 
joint  ventures,  offsets,  GAIT  waivers,  the  entire  spectrum  of  all 
such  deals  and  arrangements. 

In  a  way  it  is  shocking  to  us  that  the  Department  of  Defense, 
with  all  of  its  computerized  sophistication,  has  failed,  at  least  until 
recently  to  design  or  develop  a  method  to  track  offshore  procure- 
ment and  foreign  sourcing,  and  without  that  tracking  it  would 
seem  to  be  impossible  for  war  production  plsmners  to  know  what 
their  Umits  and  vulnerabilities  are. 

More  than  anything  else,  this  lack  of  a  treicking  system  for  pro- 
curement tells  me  that  the  Department  of  Defense  no  loiter  has 
r^  national  security  as  its  central  concern.  It  seems  to  have 
become  a  gigantic,  globe  girdling  weapons  contract  business  and 
arms  merchants'  lotto.  Real  national  security  has  been  lost  in  eill  of 
the  deal  making  that  has  gone  on  for  some  time  now. 

So  in  sum,  we  approve  very  heartily  of  title  I  and  the  domestic 
production  requirements,  economic  impact  assessments,  and  the 
critical  industry  des^ations.  We  think  that  the  integrity  of  our 
national  security  demands  those  requirements. 

However,  I  would  point  out  that  we  cannot  have  an  honest  de- 
fense industrial  base  unless  we  first  reconstruct  our  civilian  indus- 
trial base,  and  I  don't  want,  quite  frtrnkly,  the  war  production  plan- 
ners, who  have  delivered  us  into  this  current  morass,  to  be  respon- 
sible for  or  take  charge  of  the  moniunental  task  of  rebuilding 
America. 

What  is  more,  I  don't  believe  war  production  planning  is  of  the 
most  immediate  urgency  today.  I  believe  peacetime  production  is 
the  most  immediate  ui^ency. 

It  would  seem  that  our  Nation  stands  on  the  threshold  of  a 
golden  opportunity  in  the  world  right  now,  the  opportunity  to 
throw  off  the  shackles  of  the  Cold  War  and  lift  from  our  backs  the 
excesses  of  the  military  burden. 

American  citizens  have  spent  something  on  the  order  of  $4  tril- 
lion since  World  War  II  on  defense  and  national  security.  So  I 
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would  say  let's  declare  victory  and  get  on  with  rebuilding  America 
into  a  peacetime  economy. 

I  don't  think  either  that  the  Soviets  are  any  longer  the  primary 
enemy.  They,  too,  are  trying  to  throw  off  this  heavy  yoke  imposed 
by  militarism,  and  I  don  t  make  that  statement  lightly.  I  have  been 
there,  and  I  have  discussed  that  subject  in  some  detail  in  a  nearly 
2-hour  meeting  with  Mr.  Gorbachev. 

His  reforms,  I  think  it  is  fair  to  say — and  I  don't  portray  myself 
as  an  expert,  particularly  the  classic  definition,  in  two  parts,  X 
being  an  unknown  quEuitity  euid  a  spurt  being  a  drip  under  pres- 
sure— but  I  think  it  is  fair  to  say  that  his  reforms  have  unloosed  a 
tidal  wave  of  risii^  expectations  among  the  Soviet  population,  and 
I  don't  at  this  point  see  how — and  any  of  the  thinkers  with  whom  I 
have  spoken  while  there — Euid  they  don't  see  how  those  expecta- 
tions can  be  thweirted  or  reversed. 

They  tell  me  that  this  wave  is  irreversible  in  the  Soviet  Union 
whether  or  not  Mr.  Gorbachev  personally  gets  into  any  trouble, 
Euid  I  am  convinced  in  my  own  mind,  unless  he  is  a  greater  actor 
than  our  recently  departed  President,  that  he  wants  tifiem  fulfilled 
as  well  and  is  committed  to  their  achievement,  and  so  do  the  citi- 
zens Euid  the  so-cfdled  trade  unionists  that  I  had  the  opportunity  to 
visit  with  well  beyond  the  confines  of  his  office. 

I  think  our  country  would  be  remiss  in  its  very  historic  role  if  it 
fails  to  see  the  genuine  opportunity  to  achieve  a  cessation  of  the 
arms  race  madness.  I  don't  think  we  ought  to  be  dragging  our  feet 
or  look  cynically  upon  the  new  Soviet  reformation  Euid  hope  that  it 
fails.  That  would  be  folly,  in  my  judgment.  I  think  we  have  to  work 
for  its  success,  not  in  the  name  of  nationeil  security  alone,  but  in 
the  name  of  advancing  the  causes  of  peace  and  democracy  all 
across  the  globe. 

Democracy  may  very  well  come  in  smsdl  steps,  £is  it  seems  to  be 
now  in  China  and  as  it  is  in  the  Soviet  Union  reforms,  but  they  are 
positive  steps,  and  it  is  my  view  that  peace  can  be  achieved  now 
and  that  the  Cold  War  can  veiy  easily  come  to  an  end. 

The  real  enemy  of  America  I  think  lies  in  the  evidence  portrayed 
by  our  mega-buck  Federal  deficits,  our  position  right  now  as  the 
world's  all-time  leading  debtor  Nation,  our  dependency  on  foreign 
capital  and  fore^n  production,  and  our  decline  to  something  10th 
or  12th  place  in  the  standard  of  living  rankings  of  the  so-called  in- 
dustrialized countries. 

Title  n  of  this  legislation  addresses  the  real  emergency  issues  of 
the  moment,  as  we  perceive  them:  first,  disinvestment  and  underin- 
vestment in  the  domestic  civilian  industrial  base.  That  has  been 
abandoned  in  many  critical  instances  and  neglected,  exported  or 
sold  out  and  shut  down  in  too  many  other  instaJnces. 

Second,  the  enormous  deterioration  in  our  physical  infrastruc- 
ture, which  will  require  some  $2  to  $3  trillions  of  dollars  to  refur- 
bish, repair,  and  rebuild  over  the  next  decade  or  so. 

Third,  the  staggering  environmental  problems  and  hazardous 
and  toxic  waste  disposal  problems,  due  in  no  small  part  to  produc- 
ing for  the  military. 

Fourth,  the  need  to  make  careful  preparations  and  plans  if  seri- 
ous economic  dislocations  are  to  be  avoided  as  the  Cold  War  winds 
down,  as  pending  arms  reduction  agreements  are  consummated 
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and  defense  acquisition  and  procurement  budgets  and  weapons 
manufacture  are  all  cut  back,  down-sized,  stretched  out  or  termi- 
nated. 

While  title  11  does  not,  as  it  is  presently  written,  provide  the 
means  to  develop  solutions  to  all  of  these  problems,  it  can  witii 
some  revisions,  get  this  Nation  on  the  road  to  rebuilding  itself. 

The  Defense  Economic  Adjustment  Act  is  the  first  required  step, 
title  I  and  title  II. 

It  is  the  process  to  assure  orderly  transition  of  labor,  machinery, 
equipment,  plant,  and  other  economic  resources  that  will  be  idled 
as  military  production  slows  and/or  ceases. 

Basically,  viable  defense  economic  adjustment  must  contain  cer- 
tain core  elements.  We  believe  these  include: 

First,  at  least  1  year's  notice  to  communities,  contractors,  and 
employees  that  their  military  work  is  going  to  be  cut  back,  re- 
duced, or  terminated. 

Second,  a  national  defense  economic  adjustment  commission, 
very  much  like  the  military  base  closing  commission,  to  oversee 
and  help  develop  economic  adjustment  plans  for  impacted  defense 
dependent  communities  and  companies. 

Third,  a  community  economic  adjustment  planning  grant  pro- 
gram to,  fourth,  assist  in  the  in-plant  alternative  use  committees, 
which  consist  of  labor  and/or  union  representatives,  management, 
and  professional  ei^ineering  staff,  to  search  out  and  seek  wa^  and 
means  to  keep  their  company,  their  jobs',  and  their  community 
viable  and  whole,  producing  something  other  than  military  prod- 
ucts  or  services. 

A  fifth  essential  element  of  defense  economic  adjustment  is  an 
entitlement  program  consisting  of  wage  and  income  and  health 
benefit  maintenfuice  and  education,  training,  £uid  retraining  during 
the  period  of  transition  from  military  to  alternative  production. 
Military  production  employees  are  called  into  their  jobs  at  the 
threshold,  much  like  uniformed  military  inductees  and  volunteers. 
They  are  recruited  all  across  the  land  to  fill  critical  slots  in  critical 
pleices,  and  they  perform  in  the  interest  and  in  the  name  of  nation- 
al security. 

When  they  are  no  longer  needed,  we  think  that  they  should  be 
entitled  to  adequate  adjustment  assistance,  much  as  veterans  of 
wars  are  entitled  to  a  certain  range  of  benefits  for  their  service. 

Finally,  the  key  to  it  all,  it  appears  to  us,  is  finding  the  money  to 
pay  for  the  program,  the  ever  present  curse,  and  I  would  like  this 
morning  to  advEuice  an  old  £uid  demonstrably  workable  concept.  It 
comes  without  needing  to  upset  the  congressional  budget  process, 
nor  does  it  require  new  or  special  appropriations.  It  is  the  simple 
set-aside  technique. 

We  surest  that  the  fund  to  pay  for  this  defense  economic  adjust- 
ment program  could  be  created  by  setting  aside  roi^hly  2  percent 
of  the  operation  and  maintenance,  procurement,  research,  ctevelop- 
ment,  testing,  and  eveduation,  and  military  construction  budgets  of 
the  Department  of  Defense  and  2  percent  of  the  Energy  Depart- 
ment budget  each  yeeu-. 

Add  them  up  and  less  than  1.87  percent  of  the  cost  of  our  debili- 
tated war  machine  can  be  addressed  to  rebuilding  our  country 
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toward  a  full  employment  peacetime  economy  without  impairing 
our  real  national  security  needs. 

Madam  Chair,  several  trade  unions,  including  ourselves  and 
other  interested  groups,  have  been  debating,  discussing,  and  devel- 
oping this  pn^ram  over  the  past  few  weeks  and  months.  In  the 
very  near  future  we  think  we  can  submit  for  your  consideration  a 
workable  and  realistic  full  dress  proposal. 

Ekionomic  dislocation  due  to  changes  in  our  defense  commitments 
results  from  an  act  of  the  Federal  Government  rather  than  as  a 
consequence  of  market  forces,  Euid  they  should  be .  ameliorated, 
therefore,  by  an  act  of  the  Congress. 

Let  me  thank  you  very  mu^  again  for  your  time  and  consider- 
ation, and  we  ^1  be  gleid  to  attempt  to  answer  any  questions 
within  our  abUity  at  your  discretion. 

(The  prepared  statement  of  Mr.  Winpisinger  can  be  found  in  the 
appendrx.] 

Chair  Oakar.  Thank  you  very  much.  President  Winpisinger,  and 
before  I  ask  you  questions  I  am  going  to  now  call  upon  President 
William  Bywater,  and  I  want  to  tell  both  of  you  gentlemen  how 
pleased  I  £im  that  you  could  personally  could  be  here. 

I  know  that  your  schedules  are  very  busy,  and  I  think  you  add  a 
dimension  of  importance  to  this  kind  of  topic  when  the  presidents 
of  so  many  unions  representing  workers  of  this  country  are  able  to 
be  here  in  person.  The  Chair  and  I  know  my  committee  members 
are  very,  very  grateful. 

Mr.  Bywater.  I  just  want  to  say  in  response  to  that  remark  that 
both  Bill  and  I  feel  there  is  nothing  more  important  than  jobs  for 
American  workers,  and  that  is  why  we  are  here.  That  is  our  con- 
cern. 

STATEMENT  OF  WILUAM  BYWATER,  PRESIDENT,  INTERNATION- 
AL UNION  OF  ELECTRONIC,  ELECTRICAL,  SALARIED,  MACHINE 
AND  FURNITURE  WORKERS  (lUE),  AFL-CIO 
Mr.  Bywater.  Madam  Chair,  members  of  the  subcommittee,  I  am 
Bill  Bywater,  president  of  the  International  Union  of  Electronic 
Workers,  the  lUE.  On  behalf  of  200,000  working  men  and  women 
represented  by  my  union,  I  appreciate  this  opportunity  to  share 
our  concerns  about  protecting  our  Nation's  defense  industrial  base. 
lUE  members  work  in  a  wide  spectrum  of  defense-related  indus- 
tries, including  aerospace,  aircrafl:,  automotive,  electrical  machin- 
ery, and  high  tech  electronics.  We  have  collective  bargaining  agree- 
ments with  some  of  the  largest  defense  contractors  in  the  country, 
including  GE,  Westinghouse,  United  Technologies,  UNISYS,  and 
Rockwell  Intemationm^ 

We  believe  that  there  are  three  important  facets  involved  in  the 
protection  of  our  defense  industrial  base,  and  we  believe  that  H.R. 
486,  the  Defense  Production  Act  amendments,  go  a  long  way 
toward  addressing  each  of  them. 

First,  the  President  would  be  required  to  ensure  that  there  is  a 
viable  domestic  source  for  all  defense  products.  At  the  same  time, 
the  domestic  source  requirements  for  defense  products  will  put  an 
end  to  our  Government  s  destructive  habit  of  giving  away  our  Na- 
tion's economic  security  in  the  name  of  national  security. 
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Third,  it  will  establish  the  means  by  which  the  victims  of  chang- 
ing defense  budget  priorities  can  be  spared  the  trauma  of  economic 
dislocation. 

America's  only  industrial  policy  to  date  has  been  extensive  Fed- 
eral  Government  support  of  defense  production.  The  Defense  De- 
partment has  been  the  major  source  of  funding  for  the  research 
and  development  of  new  technology.  Many  of  these  defense  applica- 
tions eventually  filter  down  to  business  and  consumer  markets. 

However,  if  our  defense  work  continues  to  be  subcontracted  to 
foreign  coimtries,  the  benefits  of  technological  advances  in  the  com* 
mercial  manufeicturing  sector  will  accrue  to  other  nations,  rather 
than  to  our  own. 

Over  the  past  8  years  greedy  employers  have  made  demands 
upon  workers  for  wage  cuts.  This  concessionary  fever  has  spread 
even  to  the  highly  profitable  defense  industry.  When  a  corporation 
demands  concessions,  those  demands  are  frequently  combined  with 
threats  that  production  will  be  moved  to  another  location. 

Some  years  ago,  that  location  was  typically  a  low  wage,  nonunion 
State.  Today  it  is  likely  to  be  a  location  out  of  the  country  altc^th- 
er. 

Corporations  today  have  many  opportunities  to  metximize  their 
already  obscene  profits  by  utilizing  low  wage  labor  in  Mexico,  the 
Caribbean,  the  Far  East,  and  Central  and  South  America.  It  has 
become  all  too  common  for  domestically  based  prime  defense  con- 
tractors to  receive  large  military  contracts  and  then  turn  around 
and  subcontract  much  of  the  work  to  foreign  firms,  or  to  their  own 
subsidiaries  in  low  waige  countries.  H.R.  486  would  remedy  this  sit- 
uation. 

One  of  our  loceil  unions,  lUE  1102  in  St.  Louis,  came  up  against 
this  kind  of  problem  last  year  with  the  Emerson  Electric  Corp.,  and 
in  an  interview  with  the  St.  Louis  Post  Dispatch,  the  Emerson  divi- 
sion president  estimated  that  the  company  could  maximize  their 
profits  by  $%  million  more  in  the  first  year  by  moving  some  of  its 
defense  production  to  Juarez,  Mexico.  He  claimed  that  it  was  the 
competition  that  was  forcing  the  company  to  move  work  to  Mexico, 
citing  the  presence  of  plants  owned  by  Westinghouse,  Rockwell 
International,  and  Hughes  Aircraft, 

The  work  was  moved  to  Mexico,  where  the  company  now  pays  an 
average  w^e  of  $5.67  per  day  rather  than  $11  per  hour  in  St. 
Louis,  and  tiiey  eliminated  25  percent  of  the  American  workforce. 
And  this  is  only  one  example  of  what  is  happening  all  around  the 
country. 

What  I  find  most  disturbing  about  this  situation  is  that  the  work- 
ers who  are  losing  their  jobs  are  taxpayers,  who  have  paid  the  bill 
for  the  defense  work  which  is  being  moved  out  of  the  country. 

A  rational  defense  procurement  policy  such  as  that  suggested  in 
H.R.  486  would  compel  American  companies  to  compete  domestical- 
ly on  the  basis  of  factors  other  than  low  waiges.  The  current  system 
encouraiges  corporations  to  search  the  world  over  for  the  cheapest 
and  most  exploitable  labor  force. 

The  Bush  administration's  recent  agreement  with  the  Japanese 
to  co-develop  the  new  FSX  fighter  jet  is  a  perfect  example  of  our 
Government's  willingness  to  ignore  the  detrimental  impact  of  its 
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foreign  policy  decisions  on  our  Nation's  economy  and  to  rationalize 
the  resulting  economic  losses  in  terms  of  geopolitical  gain. 

The  U.S.  aircraft  and  aerospace  industry  is  one  of  the  few  re- 
maining sectors  in  which  we  consistently  export  more  than  we 
import. 

The  administration  claims  that  the  FSX  will  generate  about  $2.4 
billion  in  U.S.  production  work.  Compare  this  with  our  huge  trade 
deficit  with  Japan,  more  than  $300  billion  accumulated  during  the 
1980'8. 

The  adminbtration  has  also  advanced  a  series  of  so-cfilled  strate- 
gic reasons  for  pressing  the  FSX  agreement.  Among  them  is  the 
idea  that  FSX  will  allow  Japan  to  undertake  a  greater  role  in  the 
defense  of  shipping  lemes  and  other  strat^c  interests  in  the  Far 
East.  They  cleum  that  the  burden  of  defending  that  part  of  the 
world  will  be  more  fairly  shared  afi  a  result  of  the  FSX  deal,  and 
U.S.  defense  costs  will  thereby  be  reduced. 

However,  this  strategic  advantage  apparently  will  not  be  realized 
until  1997.  Meanwhile,  Japanese  defense  forces  will  continue  to  fly 
obsolete  F-1  fighters.  However,  if  they,  the  Japcuiese,  were  directly 
to  purchase  our  highly  sophisticated  F-16  fighters,  it  would  cost 
them  less  and  would  immediately  reduce  our  trade  deficit,  thus  en- 
abling them  to  more  readily  share  a  greater  part  of  the  defense  of 
their  region. 

It  is  obvious  that  the  major  advant^e  of  the  FSX  project  to  the 
Japanese  is  that  it  will  greatly  assist  the  development  of  their  own 
commercial  aircraft  and  aerospace  industry.  The  Japanese  Govern- 
ment has  expressed  its  intention  to  make  aircraft  production  one  of 
Japan's  major  industries  within  20  years.  The  Japanese  aircraft 
pfuis  industry  has  already  established  a  major  foothold  in  the 
United  States,  having  tripled  its  sales  in  this  country  between  1980 
and  1987. 

The  Department  of  Defense  has  called  the  FSX  agreement  a 
model  for  future  co^evelopment/co-production  deeds  wiQi  other  na- 
tions. Madam  Chair,  if  there  are  more  deeds  like  FSX  over  the  next 
decade,  I  fear  that  our  Government  will  end  up  buying  our  fighter 
jets  from  the  Japanese,  our  M-1  tanks  from  E^ypt,  and  dependii^ 
on  meuiy  other  countries  for  our  defense. 

The  livelihood  of  American  workers  should  not  be  subjected  to 
foolish  geopolitical  decisions  or  to  the  cycles  of  spending  and  cut- 
ting which  characterize  the  defense  industry.  Defense  workers 
ought  to  have  an  opportunity  to  maintain  their  living  standards 
even  if  our  Nation's  leaders  decide  that  the  products  of  their  labor 
are  no  longer  necesssuy. 

Title  n  of  your  bill  holds  out  that  opportunity,  and  I  believe  such 
a  policy  is  long  overdue. 

Thank  you  very  much,  Madam  Chair,  and  I  will  answer  any 
questions  you  may  have. 

[The  prepared  statement  of  Mr.  Bywater  ceui  be  found  in  the  ap- 
pendix.] 

Chair  Oakar.  Thank  you  very  much.  President  Bywater. 

Let  me  commend  both  of  you  for  your  comprehensive  statements. 
Let  me  ask  you  this  question. 

You  gentlemen  both  represent  workers  with  very  h^h  level 
skills  that  are  vital  to  defense  and  civilian  production,  and  it  seems 
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to  me  tiiat  when  you  have  a  strong  civilian  base  you  have  a  strong 
defense  base,  and  vice  versa,  find  I  know  that  it  takes  many  years 
to  acquire  these  kinds  of  skills. 

Could  you  give  us  a  brief  state-of-the-workforce  report?  For  ex- 
ample, is  the  number  of  skilled  machinists  and  electronic  workers 
adequate  for  defense  production  needs  in  a  time  of  crisis,  which  is 
the  spirit  of  what  this  committee  is  charged  with  under  the  De- 
fense Production  Act?  Are  there  lead-time  problems  in  delivery  be- 
cause of  any  shortages  of  skilled  workers,  that  kind  of  thing?  Do 
we  need  better  training,  for  example? 

What  is  the  state  of  the  workforce  at  this  point  in  time? 

Either  one.  Who  wants  to  go  first? 

Mr.  BywATEH.  I  can  speak  from  my  own  experience.  I  just  came 
from  the  UNISYS  plant  on  Long  Island,  NY.  We  used  to  have 
15,000  production  workers  in  that  plant.  We  now  have  about  700. 
The  engineers  outnumber  the  production  workers.  We  have  eibout 
1,400  engineers.  It  has  become  more  or  less  a  research  and  develop- 
ment plant,  rather  thfin  a  production  plant.  The  skills  that  we  h^ 
are  gone.  You  are  not  going  to  get  them  back  again. 

Layoffs  have  occurred  for  a  number  of  yecirs,  so  that  the  workers 
are  older  individuals.  Younger  individuals  are  not  being  trained  for 
those  kinds  of  sophisticated  skills. 

If  we  ever  had  the  kind  of  war  that  we  had  in  World  War  II,  we 
would  be  in  one  hell  of  a  fix.  That's  all  I  can  say.  We  would  have  to 
depend  upon  the  hope  that  our  allies  are  still  our  allies,  and  that 
we  could  get  help  from  them  in  the  event  of  an  emei^ncy,  and 
that  seems  very  dangerous. 

In  fact,  if  the  enemy  knows  that  we  have  plants  offshore,  it 
would  be  very  easy  for  them  to  bomb  those  plants  that  are  strate- 
gic for  our  defense  in  the  event  of  a  war,  and  unfortunately,  that  is 
the  situation  today. 

I  am  sure.  Bill,  you  can  add  something  to  that. 

Mr.  WiNFisiNQEB.  In  our  observations.  Madam  Chair,  we  see 
shortages  building  up  all  the  time  in  some  of  the  critical  skills  if  . 
we  are  going  to  come  back  to.  an  industrial  base  anywhere  resem- 
bling what  we  once  knew,  simply  because  employers  do  not  train 
for  nonexistent  jobs.  They  accuse  Government  of  doing  that  all  the 
time. 

I  am  not  even  sure  that  is  true,  however,  and  the  fact  is  that  as 
these  things  are  dissipated  elsewhere  around  the  globe  or  the  oper- 
ations are  increasingly  broken  down.  And  the  tailor  principle  is  not 
yet  dead  in  our  country.  You  see  skill  dilutions,  skill  eliminations, 
and  no  replenishment  process.  Replenishments  are  all  but  gone.  I 
don't  know  more  than  a  couple  a  year  any  more  where  they  are 
operating,  and  this  covers  mechanics,  which  is  nearly  the  exclusive 
representation  of  our  union.  And  as  fundamental  as  auto  mechan- 
ics are  and  an  acute  shortage  of  good  ones  Etround,  that  demand 
will  outstrip  the  supply  if  it  hasn't  already  very  early  on. 

Tool  and  die  makers,  journeyman  machinists — all  that  skill  is 
being  rapidly  lost.  The  elders  retire  as  the  industries  dissipate.  The 
elders,  eis  often  as  not,  opt  for  pensions  and  reserve  jobs  for  the 
younger,  and  those  skills  are  not  being  passed  along  in  the  tradi- 
tion in  which  they  once  were,  and  it  is  going  to  get  to  acute  dimen- 
sions in  the  1990's,  acute. 
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Chair  Oakah.  I  was  so  outraged  several  years  ^o  with  zero  being 
in  the  administration's  budget  for  vocational  training,  and  of 
course  when  you  start  with  zero,  in  the  spirit  of  compromise  there 
is  only  one  way  to  go,  cind  that  is  up. 

But  still  there  is  a  tremendously  cavalier  attitude  towEird  this 
kind  of  training  in  our  systems,  our  school  systems,  Emd  we  hear 
the  same  case  in  our  smaller  business  as  well,  that  we  cannot  get 
the  number  of  younger  people  to  go  into  Etreas  of  employment  that 
are  so  important  to  our  civilian  industrial  base  and  our  defense 
base.  Somewhere  along  the  line,  education  being  an  anchor,  we  are 
going  to  have  to  strategize  on  what  to  do  because  there  are  great 
concerns  about  losing  the  diversity  of  talents  that  we  have  always 
been  known  to  have. 

Mr.  WiNPismGER.  Meidam  Chair,  I  think  that  goes  one  step  fur- 
ther when  you  look  at  it — I  guess  what  could  be  called  upside 
down.  As  these  skills  evaporate  and  as  there  is  no  attempt  to  re- 
plenish, the  educational  institutions  stop  even  teaching  about  it, 
and  ultimately,  even  if  you  have  some  kind  of  sm  emergency  to 
which  you  wEmt  to  respond,  you  don't  even  have  the  raw  material 
to  feed  into  the  stream  to  be  taught  these  skills.  Assuming  we  still 
'  have  the  facilities  to  teach  it  otherwise,  you  simply  don't  have  the 
basic  education  and  a  place  to  assimilate  it  and  absorb  it,  and  that 
is  equally  in  crisis  in  my  judgment. 

Cheur  Oakar.  We  have  a  portion  of  the  bill  that  doesn't  cost  any 
more  because  we  £isk  that  there  be  some  targeting  of  job  training 
relative  to  some  of  these  areas.  So  I  certainly  wanted  to  get  your 
comments  on  that  for  the  record. 

A  frequent  all^ation  aigainst  H.R.  486  is  that  it  is  going  to  drive 
up  the  costs  of  U.S.  defense,  and  I  have  my  own  views  on  this,  but 
rather  them  state  them  for  the  record  I  would  like  to  know  what 
your  views  are  on  this. 

Do  you  think  this  would  drive  up  the  cost  of  defense? 

Mr.  Bywater.  We  had  a  meeting  of  the  executive  council  of  the 
AFL-CIO,  and  Lane  Kirkland  made  a  statement  that  I  think  is  ap- 
propriate at  this  time  to  mention.  He  said  that  whatever  we  have 
to  pay  for  the  cost  of  defense  of  this  country  we  are  going  to  pay, 
and  I  think  that  is  the  sentiment  of  the  people  of  this  country. 
That  is  the  way  they  feel. 

People  don't  even  understand  how  much  defense  work  is  going 
overseas.  And,  how  can  we  be  sure  that  our  defense  work  is  really 
being  protected  if  it  is  of  a  sensitive  nature.  The  M-1  tank,  for  ex- 
ample, is  going  to  Egypt,  and  the  United  Stetes  is  going  to  build 
the  plant  there.  Our  Government  has  alresidy  made  the  deal,  and 
the  Egyptians  are  going  to  give  us  an  agreement  that  the  secret 
process  for  the  armament  for  the  M-1  tank  will  never  be  disclosed 
to  anyone. 

Now,  if  you  beheve  that,  you  believe  in  the  tooth  fairy.  I  don't 
believe  in  the  tooth  fairy,  not  since  I  was  a  little  kid,  and  I  don't 
think  there  are  many  adults  that  do.  Unfortunately,  these  kinds  of 
deeds  are  made  over  and  over  again  by  the  Defense  Department, 
and  they  trade  away  our  jobs.  They  give  our  jobs  and  our  defense 
work  away.  The  taxpayers  are  paying  for  the  defense  of  this  coun- 
try, but  other  countries  get  the  work,  for  geopoliticeLl  reasons.  "That 
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is  what  is  happening  around  the  world,  and  our  Government 
doesn't  even  have  a  hEindle  on  it. 

I  remember  when  I  discussed  this  issue  with  you  another  time.  I 
asked  you  where  is  all  of  this  work  going,  can  we  find  out  exEictly 
where  it  is  all  going.  You  told  me  mat  you  couldn't  find  out  and 
neither  could  Senator  Glenn. 

In  other  words,  there  seems  to  be  no  way  to  even  determine  how 
much  defense  work  is  going  overseas,  what  work  is  sensitive  and 
shouldn't  go  over  there  at  all.  No  one  really  knows.  That  is  crazy.  I 
never  heard  of  anything  so  more  instme  happening  in  this  counti^ 
thtm  that.  It  is  happening  throi^hout  our  defense  industry,  and  if 
the  people  of  this  country  knew  that,  if  instesid  of  watching  ball- 
games  they  listened  to  a  program  that  zeroes  in  on  that  issue,  they 
would  be  outraged,  and  they  would  throw  those  in  Congress  who  do 
not  understand  the  problem,  out  of  office. 

Chair  Oakar.  What  would  they  do  with  those  who  do  understand 
the  problem?  [Lat^hter.] 

Mr.  WiNPisiNGER.  You  Eu*e  safe,  Madam  Chair.  You  are  safe. 

Chair  Oakar.  On  that  note,  one  of  the  key  findings  of  the  Co»- 
tello  report  issued  last  year  was — ^just  talking  about  what  you  gen- 
tlemen just  said — was  the  outright  admission  by  the  Defense  De- 
partment that  said  it  had  no  idea  to  what  extent  foreign  parts  and 
components  are  used  to  make  up  U.S.  weapons  tmd  therefore  there 
is  no  way  to  determine  the  extent  of  foreign  dependencies  or  vul- 
nerabilities. 

I  am  interested  in  knowing  whether  you  think  that  tiiis  bill  man- 
dates— you  know,  addresses  that  problem.  It  seems  to  me  if  we 
don't  even  know,  have  the  data,  by  the  Defense  Depeurtment's  ad- 
mission— not  my  contention  or  yours,  the  Defense  Department's  ad- 
mission— I  just  wonder  if  you  reel  that  the  bill  addresses  that  in  a 
comprehensive  way  or  suggests  a  road  to  where  we  can  get  an 
avenue  of  knowledge  about  our  own  foreign  dependency  relative  to 
defense. 

Mr.  WiNPisiNGER.  Short  of  drawing  a  line  in  the  sand  and  pull- 
ing the  shade  down  overnight — which  seems  to  be  at  least  modestly 
out  of  order — over  the  short-term  future,  we  think  that  it  does.  We 
will  do  much  to  reorient  this  foreign  procurement. 

It  seems  to  me  that  when  the  country  goes  on  the  kind  of  a  binge 
we  have  been  on  now  for  8  years,  that  it  breeds  all  kinds  of  bad 
habits.  We  all  hear  about  the  $600  toilet  seats  and  all  of  these 
other  aberrations  in  procurement.  And  the  pressure  goes  on  in 
costs,  to  the  point  that  we  now  go  to  the  bar^etining  table  with 
firms  that  employ  the  most  highly-skilled  members  we  have,  tmd 
sit  there  on  the  side  of  the  employer  saying,  "We  have  got  to  keep 
the  costs  down  so  that  you  can  have  appropriate  wage  increases. 
We  have  been  going  through  that  now  for  a  V4-dozen  years. 

When  I  look  at  $330,  |340  billion  doUsuB  a  year  going  down  the 
well  on  supposed  armaments,  and  then  took  at  15,000  human 
beings  that  are  denied  the  legitimate  wage  increase  that  they  have 
coming — the  compsuiy  is  horrendously  profitable.  We  find  the  Gov- 
ernment sitting  there  on  the  compEiny's  side  of  the  table,  and  it 
belles  the  mind. 

But  it  is  all  that  kind  of  bad  habit  that  develops,  and  which  I 
think  this  le^lation  would  go  a  long  way  of  directii^,  say  in  5 
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years,  the  short-term  future.  The  better  solution,  it  would  Beem  to 
us,  is  that  we  back  away  from  this  abyss  of  pouritig  the  national 
resources  down  that  hole,  recklessly,  without  a  much  better  identi- 
fication of  what  the  true  needs  are  and  what  we  have  been 
through,  and  start  building  it  indigenously,  as  this  would  ultimate- 
ly bring  about. 

Chair  Oakar.  One  last  question  for  you,  Mr.  Winpisii^er,  and  if 
you  would  like  to  comment  further — Mr.  Bywater — this  is  the  FSX 
issue,  which  we  will  be  asked  to  vote  upon  in  the  very  near  future. 
The  Senate  has  already  worked  its  will,  by  a  very  close  vote. 

One  of  my  concerns  is  that  all  of  the  contents  of  the  memoran- 
dam  of  understanding  is  not  made  awfire  to  the  American  people. 
We  really  do  not  have  pubUcly  a  handle  on  the  ramifications  of 
that.  We  tried  to  address  that  issue  in  this  bill,  the  frequent  memo- 
randa of  understanding,  some  of  which  are  necessary  and  some  of 
which  are  questionable. 

Do  you  have  any  comments  on  whether  or  not  these  kinds  of 
memoranda  ought  to  be  made  public  to  the  American  people? 

Mr.  WiNPisiNGER.  Why  not?  It  seems  that,  inasmuch  as  they  are 
legally  created  as  a  mechanism  by  which  the  Penttigon  deals  with 
its  problems,  that  there  ought  not  to  be  any  problem  in  making 
them  public  and  letting  everyone  become  aware  of  the  extent  to 
which  they,  because  of  &eir  inability,  as  you  pointed  out  a  few  mo- 
ments ago,  to  track  all  of  this  stuff  in  any  rationai  way — to  the 
extent  to  which  they  made  their  buy,  endEmgering  the  reeil  securi- 
ty, even  while  we  are  throwing  billions  of  dollars  at  it. 

It  does  not  seem  to  me,  in  that  context,  that  secrecy  really  estab- 
lishes anything.  It  is — and  I  have  to  append  to  that  just  this  com- 
ment. When  I  tried  to  investigate  this  a  few  years  back,  tmd  we  ran 
into  aH  of  these  brick  walls,  I  would  raise  a  question  about  a  specif- 
ic situation  in  which  one  of  these  MOUs  had  been  used.  They 
would  tell  me,  "Well,  we  are  complying  witJi  the  law.  That  is  not  a 
sole-source  contract." 

Well,  what  is  the  alternative  source?  Indigenously.  So,  they 
would  name  a  nearly-defunct  entity  somewhere  that  was  literedly 
out  of  the  business  of  producing  that  item,  that  was  a  b^k-up 
source,  and  which  could  not  have  responded  to  the  need  to  do  so  in 
less  than  a  year's  time,  to  gear  up,  retool,  and  get  on  with  produc- 
ing it. 

So  in  the  practical  application,  it  was  a  sole-source  contract.  That 
is  all  the  more  reason  that  the  MOU  should  be  public,  because 
every  one  of  them  turns  into  eui  "IOU"  in  the  final  analysis,  and 
that  is  the  business  of  the  taxpayer. 

Chair  Oakar.  Thank  you. 

Mr.  Bywater.  I  just  want  to  make  one  comment.  I  think  Bill  an- 
swered the  question  very  well,  and  I  agree  with  him.  When  a  corpo- 
ration bids  on  a  contract  and  they  receive  the  award,  and  then  sub- 
contract the  work  to  Malaysia,  Mexico,  or  wherever  else  they 
might  go,  I  have  not  heard  of  any — and  I  would  like  to  know 
whether  you  have  heard  of  any  companies — that  come  back  and 
say  to  the  Defense  Department,  "It  only  costs  so  much  to  make  this 
item,  therefore  we  did  not  need  this  much  money  that  you  gave  us. 
So  we  will  give  back  some  of  that  money."  I  have  never  heard  of 
that  happening  yet. 
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All  I  know  is  that  a  corporation  now  makes  a  nice,  big  profit, 
more  than  they  ever  expected  to  get  as  a  result  of  their  bid.  Tnat  is 
what  really  happens. 

So  like  you  say,  if  you  find  an  example  like  that,  I  would  certain- 
ly be  interested.  Madam  Chair,  to  know  who  it  is,  because  I  would 
like  to  give  them  a  medal. 

Chsiir  Oakah.  Thank  you  very  much. 

In  other  words,  you  think  that,  if  they  are  going  to  have  that 
offset  or  subcontract  to  a  foreign  entity,  tnat  that  ought  to  be  part 
of  the  bid,  we  ought  to  know  tlmt  up-front? 

Mr.  Bywater.  They  ought  to  be  limited  in  what  proiit  they  make 
on  that  bid,  absolutely,  if  that  were  to  happen.  Frankly,  I  do  not 
want  them  to  give  it  to  anyone  off-shore. 

Mr.  WiNPisiNGER.  I  think  my  colleague  encapsuled  it  very  well. 
The  American  people  have  never  suggestod,  by  word  or  deed,  in 
any  context  of  which  I  am  aware,  that  they  want  to  deprive  Ameri- 
can workers  of  American  wages  and  American  living  standards,  in 
order  to  defend  their  count^.  I  have  never  seen  that  case  made 
anywhere. 

Until  that  case  is  made,  that  is  the  way  we  ought  to  be  focusing, 
just  the  way  your  legislation  does:  Keep  it  here. 

Chair  Oakar.  Thank  you. 

Ms.  Kaptur. 

Ms.  Kaptur.  Thank  you,  Madam  Chair. 

It  is  wonderful  to  nave  such  distinguished  peuielists  before  our 
committee  today,  and  we  appreciate  your  coming  in  on  this  bill. 

I  wanted  to  ask,  either  of  you  gentlemen,  have  you  had  a  chance 
to  visit  or  to  observe  the  activities  of  two  centers  through  the  De- 
partment of  Defense.  One  in  Austin,  TX,  called  Sematech,  which  is 
oi^anized  for  the  purpose  of  joint  research  and  development  in  the 
computer  industry,  lai^ely  financed  by  the  private  sector,  but 
matched  by  DOE.  The  purpose  is  to  develop  break-through  technol- 
ogies in  the  area  of  supercomputers  and  other  technologies,  be- 
cause we  have  lost  the  abilities  eis  a  country  to  piece  together  ev- 
erything from  research  and  development,  to  chips,  to  the  ultimate 
production  of  the  supercomputer. 

The  job  of  this  working  group  is  to  try  to  reinstitute  a  domestic 
capability  on  the  manufacturing  side  of  machine  tooling  and  other 
manufacturing  technologies. 

In  Ann  Arbor,  MI,  the  National  Center  for  Manufacturing  Sci- 
ences was  set  up.  Board  members  in  that  group  were — starting 
from  the  machine  tool  industry,  but  they  have  memy  other  types  ot 
companies  that  now  serve  on  their  board,  with  some  funding  from 
the  Department  of  Defense,  but  largely  financed  by  the  private 
sector. 

I  was  curious  to  know  whether  either  of  you  had  had  a  chance  to 
observe  the  activities  of  these  entities  now,  and  whether  you  saw 
them  as  making  any  difference.  I  would  certainly  appreciate,  some 
day  if  you  are  traveling  in  those  areas,  to  have  your  comments;  be- 
cause this  was  one  of  the  first  efforts  that  DOD,  at  the  instigation 
of  Congress,  really  moved  into  in  very  defense-critical  areas. 

In  the  absence  of  an  overall  policy,  I  suppose  you  could  look  at 
these  in  the  nature  of  demonstration  grant  progrsims  and  coopera- 
tive efforts  by  the  private  sector.  But  in  both  instances,  in  Austin 
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and  Ann  Arbor,  the  board  members  are  restricted  to  domestically' 
owned  firms.  They  have  some  very  interesting  companies. 

I  do  not  know  if  trade  union  membership  is  a  part  of  their  board, 
but  generally  the  companies  and  the  research  directors  of  these 
compemies  are  involved,  and  the  leading  CEOs  try  to  figure  out  a 
way  to  keep  up,  and  how  to  restore  the  soundness  of  our  industrial 
base. 

So  if  you  do  have  the  opportunity  to  visit,  Mr.  Jim  Koons  from 
the  Michigan  tool  industry  in  the  northeast  was  largely  responsible 
for  helping  to  start  the  one  in  Ann  Arbor,  MI.  I  am  trying  to 
think — I  think  it  is  Bob  Noyes  who  heads  up  the  one  in  Austin,  TX 
for  Sematech. 

That  would  be  very  critical  to  the  computer  technology,  said  the 
other  in  Ann  Arbor  toward  manufacturing. 

Mr.  WiNPiSiNGER.  If  we  gamer  any  experience  with  it,  we  will  be 
glad  to  share  it.  We  are  not  involved  in  such  a  way  that  I  can 
answer  the  question.  We  just  do  not  have  euiy  experience  at  the 
moment. 

Mr.  Bywater.  We  have  read  about  it.  That  is  the  only  thii^  I 
know.  Certainly,  I  am  concerned  about  our  losing  our  technolc^es 
here  in  the  United  States,  and  the  Japanese  going  ahead  of  us  in 
every  area. 

Obviously,  HDTV,  which  Bill  mentioned  before,  I  am  certainly 
interested  in  that,  because  the  television  industry  was  a  big  part  of 
our  union  years  ago,  but  it  has  gone  down  to  almost  zero.  So  cer- 
tainly, I  am  concerned  about  that. 

And  of  course,  they  talk  about  how  that  may  be  a  violation  of  the 
Antitrust  Act  and  so  forth,  so  it  is  a  question  of  Congress  giving 
them  the  OK  to  go  ahead  with  it.  On  HDTV,  obviously  I  am  in 
agreement  with  that.  We  should  go  ahead  with  it. 

Ms.  Kaptur.  One  of  the  interesting  thin^  about  these  two  cen- 
ters is,  through  the  amendments  to  the  National  Cooperative  Re- 
search Act  in  1984,  we  were  able  to  permit  inter-comptuiy  efforts  in 
research  and  development,  simply  because  no  one  of  them  had  the 
ability  to  do  it  on  their  own. 

It  was  amazing  to  me  to  attend  one  session  with  their  technical 
people  up  in  Ann  Arbor.  They  had  listed  35  break-through  technol- 
ogies that  America  did  not  have.  For  instance,  in  fiber-optics. 

To  see  huge  companies  that  you  always  imagined  were  powerful 
kind  of  wringing  their  hands  behind  closed  doors  emd  trying  to 
figure  out  how  they  were  going  to  achieve  something — and  it  did 
take  Congressional  action.  But  I  think  it  probably  has  to  be  done  in 
severed  other  aretis. 

You  run  into  that  problem  in  the  antitrust  laws.  So  we  are  really 
feeling  our  way  here.  I  think  it  is  an  area  that  you  gentlemen  are 
very  sophisticated  in,  and  you  follow  these  things — for  you  to  give 
us  some  feedback,  as  you  get  out  there  and  you  talk  to  members  on 
the  boards,  and  so  forth. 

Chair  Oakar.  Would  the  gentlelady  yield  on  that? 

Ms.  Kaptur.  Yes. 

Chair  Oakar.  I  think  our  staff  technologist  in  this  area  just 
made  a  very  interesting  observation.  That  is  that  labor  is  very  fre* 
quently  left  out  of  these  kinds  of  issues. 

Mr.  Bywater.  Absolutely. 
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Chair  Oakar.  I  am  supportive  of  the  Sematech  issue.  The  com- 
mittee yielded  to  the  major  committees  relative  to  that,  in  an  effort 
to  get  that  legislation  moving  along.  But  it  is  amazing  to  me  thai 
the  two  leading  union  presidents  whose  workers  would  be  intimate- 
ly involved  in  that  would  not  have  been  invited  to  be  part  of  it. 

Mr.  WiNPisiNGER.  I  am  very  happy  that  you  brought  that  up. 
That  is  ^e  way  they  preserve  their  ability  to  call  us  reactionary. 

Mr.  Bywatbr.  llie  Japanese  do  not  have  to  worry  about  ann- 
trust. 

Mb.  Kaptur.  I  know,  and  we  are  still  working  our  way  on  that 
one.  But  I  really  think  it  would  be  of  interest  to  me  to  hear  your 
comments  on  that.  Also,  I  think,  my  guess  would  be  that  these  ^• 
forts  will  probably  welcome  your  participation  in  some  form. 

Mr.  Bywater.  Regarding  HDTV,  I  was  at  a  meeting  that  was 
composed  of  representatives  of  m^or  corporations  that  were  in- 
volved in  trying  to  secure  some  money  from  our  Government.  Our 
position — the  unions  that  were  there  were  the  CWA,  the  IBEW, 
and  the  lUE — was  that  we  were  in  favor  of  helping  them  out,  pro- 
viding that  it  means  American  jobs. 

But  if  it  is  going  to  be  that  the  companies  get  a  grant  from  the 
Government,  and  then  use  that  grant  to  go  to  Mexico,  no  go.  We 
cannot  support  that. 

Ms.  Kaptur.  Right.  I  want  to  also  mention,  on  the  FSX— you 
both  referenced  that — we  had  a  hearing  up  here,  actually  a  presen- 
tation, pro-and-con  on  the  FSX.  I  was  very  disappointed  in  the 
Senate  vote.  But  in  one  way  I  was  pleased  at  how  close  it  was.  And 
so  I  think  we  are  making  progress. 

But  the  people  from  General  Dynamics  and  those  arguing  for  the 
FSX  used  as  the  primary  argument  to  us  that  the  main  reason  to 
go  with  this  deal  was  so  that  the  Japanese  would  not  go  to  Europe 
and  develop  something  jointly  with  the  Europeans. 

I  find  that  such  an  interesting  argument,  because  it  really 

Mr.  Bywater.  May  I  respond  to  that? 

Ms.  Kaptur.  Yes.  Haven  t  you  heard  that? 

Mr.  Bywater.  Yes,  I  did.  I  had  a  father-in-law — and  I  am  not 
saying  this  to  discredit  him,  but  he  worked  in  the  plant.  And  he 
would  pick  things  up  and  come  home  with  them.  One  day,  someone 
said  to  him,  "WTiy  did  you  take  that?"  He  seiid,  "Well,  if  I  didn't 
take  it,  somebody  else  would." 

That  sounds  like  the  same  thing  that  we  are  talking  about.  First 
of  all,  this  nonsense  that  the  Japanese  can  go  over  to  Europe  and 
get  the  FSX  work  done  by  the  Europeans,  or  whatever,  the  Rolls 
Rotco  people — they  can  make  up  as  many  stories  as  they  want. 

The  fact  is,  the  Japanese  are  depending  upon  us.  And  if  we  have 
to  squeeze  the  Japanese,  we  can  do  it;  but  we  do  not.  That  is  the 
unfortunate  part.  But  we  are  in  a  position  where  we  can  tell  the 
Japanese,  "Hey,  listen,  we  have  got  a  huge  budget  deficit  because 
of  the  imbalance  of  trade  that  we  have  with  you,  and  you  have  got 
to  now  buy  some  things  from  us." 

There  is  no  reason  that  they  could  not  purchase  these  planes 
from  the  United  States.  There  is  no  reason  why  they  could  not  do 
that.  The  planes  they  have  now  are  obsolete,  and  we  are  going  to 
WEtit  until  1997  for  them  to  get  the  FSX.  It  is  crazy.  It  does  not 
make  any  sense. 


,y  Google 


75 

In  the  meantime,  we  have  got  to  hope  that  everything  remains 
peaceful,  between  now  and  1997.  And  1997  is  only  a  date  by  which 
they  claim  they  are  going  to  make  the  FSX.  I  doubt  that  they  will. 
But  in  any  event,  in  the  meantime  what  is  going  to  happen? 

We  are  going  to  be  protecting  them  anyway.  That  is  the  way  it 
seems  to  me.  T^ey  are  not  going  to  be  picking  up  that  bill;  we  are 
picking  up  that  bill  now,  and  we  will  continue  to  do  it  until  the 
FSX  comes  on-board. 

In  the  meantime,  they  have  the  technology,  not  us. 

Mb.  Kaptur.  I  agree  with  you.  In  your  t^timony,  when  you  say 
that  you  would  use  it  to  launch  in  uie  commercial  aircraft  indus- 
try, where  our  country  still  has  a  lead,  I  think  it  was  a  very  care- 
fully thought-through  strategic  move  on  their  part.  Because  we 
still,  at  the  moment,  have  been  exporting  in  this  area  of  commer- 
cial aircraft,  and  they  have  had  real  disasters. 

So  this  is  an  area  where  we  do  have  a  lead.  I  think  that  once 
they  get  technology  they  develop  it  and  apply  it  veiy  quickly.  So  I 
think  that  we  are  going  to  help  them.  It  was  amazmg  to  me  that 
General  Dynamics  saw  a  need  to  do  this.  I  really  do  not  understand 
what  is  going  on  there  at  all.  But  they  obviously  are  going  to  make 
some  money  off  of  it. 

Mr.  WiNPisiNGER.  My  feelit^  on  the  question  to  which  Bill  just 
responded  would  be  very  simple — probably  too  simplistic.  Every- 
body tells  me  I  am.  But  if  the  relationship  between  this  country 
and  all  of  our  ailHes  is  so  destitute  that  one  of  those  allies  can  play 
UB  off  against  the  others  and  get  away  with  it,  and  still  be  protect- 
ed in  the  bargain,  then  we  need  to  reassess  a  lot  more  than  just 
defense  planning  and  expenditures,  and  rebuilding  the  country  and 
protecting  our  jdt>8.  Because  there  is  no  way  that  the  Japanese 
ought  to  be  able  to  blackmail  the  United  States  of  America 
through  other  allies,  to  bring  off  this  deal. 

I  just  simply — my  mind  cEmnot  comprehend  that.  Because,  given 
the  power  of  the  presidency  of  this  country,  in  terms  of  executing 
foreign  policy,  there  are  all  kinds  of  answers  to  that,  and  it  seems 
readily  apparent  to  the  average  citizen  on  the  streets. 

Ms.  Kaptur.  I  was  disappointed  to  read  President  Bush's  re- 
marks in  the  paper  about  the  identification  of  Super  Three,  of  one 
country,  where  he  said,  "Well,  gosh,  you  know  I  do  not  know  if  we 
can  do  anything  about  Japan,  because,  look,  we  close  our  markets 
to  autoB  and  to  steel.  You  know,  we  really  are  not  the  bad  guys 
here." 

It  was — I  don't  think  he  is  with  us  on  some  of  these  things,  some 
of  these  issues. 

Mr.  Bywater.  Golly  gee.  [Laughter] 

Ms.  Kaptur.  I  wanted  to  just  ask  really  quickly — and  I  know  we 
have  to  go  vote  here — key  industries,  you  get  out  in  the  country, 
you  get  into  a  lot  of  plants.  You  referenced  some  of  them  in  your 
testimony. 

You  t^ed  about  lack  of  skilled  mechanics.  You  talked  about  the 
electronics  industry.  When  you  start  talking  about  the  one  plant 
engineers  left,  and  no  workers,  it  sounded  like  a  plant  that  I  am 
thinking  of  in  my  district  in  the  aircraft  industry,  a  defense  plant 
in  fact,  where  all  we  have  left  largely  are  research  people  and  no 
production  workers. 
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If  you  were  to  pick  beyond  machine  tooling  and  certain  types  (rf 
electronic  components,  what  else  have  you  seen?  Where  do  you 
really  see  vulnerability  in  key  industries? 

Mr.  Bywater.  I  would  say  the  entire  defense  industry  of  the 
United  States  is  in  trouble,  because  we  are  dependent  so  much  on 
other  countries  for  spare  parts,  or  to  produce  the  whole  job.  It  is 
outrageous,  what  is  happening. 

I  am  so  angry  inside,  it  is  hard  for  me  even  to  talk  about  the 
issue  without  starting  to  say  things  I  should  not  be  saying  and  that 
are  not  proper. 

But  the  fact  is,  the  FSX,  in  my  opinion,  is  outrageous,  absolutely 
outrageous.  I  just  cannot  understand  why  everyone  in  the  count^ 
cannot  understand  what  we  are  giving  away.  We  are  givii^  away  a 
great  deal  to  the  Japanese,  and  we  are  not  getting  anything,  reiuly, 
in  return  for  it,  as  I  see  it. 

I  mean,  the  $2.4  billion  is  a  temporary  thing.  We  are  t^illring 
about  an  industry — the  commercial  aviation  industry — that  may 
actually  be  wiped  out  in  the  future,  maybe  20  years  down  the  line, 
maybe  15  years  down  the  line — whatever  it  may  be.  The  Japanese 
will  then  have  control  of  another  industry. 

That  is  exactly  what  they  are  out  to  do,  and  I  give  them  credit. 
They  are  smart.  They  are  protecting  their  country  for  the  fiiture. 
We  do  not  protect  ours,  in  my  opinion.  We  do  not  protect  our  own 
country. 

Mr.  WiNPisiNGER.  I  would  carry  that  only  this  much  further.  If 
we  were  farming  out,  if  you  will,  to  the  Japanese  elementary  cast- 
ii^,  the  building  of  tjie  tracks  for  tanks,  or  any  of  the  less-sophisti- 
cated stuff  that  goes  into  the  whole  defense  complex,  that  is  one 
thing.  But  we  are  farming — well,  you  can  replicate  that  in  a  matter 
of  30  days  in  this  country,  even  if  you  had  to  bmld  a  plant  from  the 
ground  up,  or  take  an  abandoned  one  and  start  up.  You  could  do  it 
in  a  relatively  short  period  of  time. 

But  we  are  fEU*ming  out  some  of  the  most  sophisticated  aspecte  of 
the  technological  beast  that  we  are  producing,  and  the  kinds  of 
thit^s  that  you  cannot  gear  up  and  produce  overnight,  even  if  you 
got  a  second  source  in  the  contract  with  an  American  firm  on 
American  soil.  You  cannot  get  from  zero  to  60  miles  an  hour,  in 
any  way,  shape,  manner,  or  form,  to  respond  to  a  legitimate,  genu- 
ine  emergency  which  deploys  our  militery. 

Because,  you  know,  we  are  not  talking  about  a  declaration  <rf  war 
that  takes  everybody  10  weeks  to  start  their  first  bombit^  raid.  We 
are  talking  about  speed-of-light  delivery  systems  and  everything 
else.  And  we  are  farming  out,  really,  the  highly  technicetl  aspecte  <^ 
a  lot  of  it.  That  is  where  I  see  the  danger  is. 

Ms.  Kaptur.  It  was  interesting,  looking  back  at  World  War  11 
and  looking  at  what  Bernard  Baruch  did  for  this  country,  when  we 
had  to  literally  standardize  the  production  process  in  order  to 
become  more  ready  and  more  sufficient  as  we  went  through. 

We  are  Eilmost  in  the  same  position  today,  not  being  able  to 
produce  standardized  parts  at  home,  having  lost  the  ability  for  dif- 
ferent segments  of  the  production  system.  And  we  do  not  have  any- 
body like  that  inside  this  administration,  or  the  prior  one,  reeil^, 
concerned  about  the  entire  stream  that  flows  into  the  defense  es- 
teblishment. 
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Mr.  WiNPisiNQER.  That  relates  directly  back  to  a  question  that 
Madam  Chair  asked  earlier.  When  you  say  World  War  H,  now  you 
are  getting  into  my  real  area  of  expertise.  I  had  a  little  experience 
in  that  one. 

Many  of  the  pundits  said  at  the  conclusion  of  the  war  that  the 
tremendous  and  rapid  build-up  that  it  took  in  this  country  to  re- 
spond to  the  Japanese  attack  and  the  declaration  against  Nazi  Ger- 
many w£is  impossible.  It  would  have  been  impossible  without  the 
apprenticeship  programs,  and  most  particularly  in  railroads.  They 
turned  out  crafteman  after  craftsman  after  cransman  who  radiated 
through  industry.  Because  in  many  cases,  when  they  came  out  of 
their  apprenticeships,  there  were  no  jobs  for  them  on  the  railroads. 
Journeymen  were  in  full  supply.  It  was  that  skill  base  that  enabled 
the  rapid  build-up  to  meet  that  emergency. 

There  is  nothing  even  remotely  resembling  that  sjrstem  left  in 
this  country  tod^.  Nowhere, 

Ms.  Kaptur.  Thank  you. 

Chair  Oakar.  Thank  you. 

We  are  going  to  go  down  and  vote.  I  want  you  gentlemen  to 
know  that  we  will  have  additional  questions  for  you  in  writit^,  so 
will  other  Members  who  could  not  be  here.  We  had  other  mark- 
ups, unfortunately,  and  they  want  to  ask  their  questions  in  writing 
for  the  record. 

We  are  delighted  to  have  had  you,  and  thank  you  so  much. 

[Whereupon,  the  witnesses  were  excused.] 

Chair  Oakak.  We  will  return  for  our  following  two  witnesses  in  a 
few  minutes. 

[Whereupon,  there  ensued  a  recess.] 

Chair  Oakar.  The  subcommittee  will  come  to  order. 

We  have  two  more  witnesses,  and  they  are  certainly  not  the 
least,  even  though  they  Eire  the  latter  part  of  this  heeuing. 

By  the  way,  before  we  get  to  our  two  witnesses,  I  would  like  to 
make  an  announcement.  Tomorrow,  we  were  supposed  to  have  had 
representatives  of  the  administration,  from  the  Departments  of  De- 
fense, Commerce,  and  FEMA.  We  are  not  going  to  have  that  hear- 
ing tomorrow,  because  of  the  schedule  and  so  on.  But  we  will  be 
rescheduling  that.  So  it  is  not  as  if  they  are  refusing  to  come  down 
and  testify.  They  have  several  conflicts,  and  because  of  the  legisla- 
tive agenda  we  did  not  want  to  have  a  reason  for  all  Members  not 
to  have  access  to  be  present,  if  they  could  be. 

Our  next  two  witnesses  are  very  important  witnesses:  William  G. 
Phillips  is  president  of  the  National  Council  for  Industrial  Defense. 
He  probably  holds  the  record  of  attending  more  hearings  on  this 
issue  than  anybody  I  know  over  the  years,  and  is  certainly  a  noted 
expert;  and  Scott  Wylie,  the  corporate  director  of  Communications 
for  Raychem,  Inc.,  representing  the  Proprietary  Industries  Associa- 
tion. 

Mr.  Wylie,  we  are  delighted  to  have  you.  I  just  came  on  the  ele- 
vator with  Chalmers  Wylie.  I  told  him  there  was  another  "Wylie" 
here  today,  and  he  said,  "Well,  if  he  has  any  roots  in  Columbus,  we 
are  probably  related." 

Anyway,  you  have  a  feunous  last  neune,  as  far  as  this  committee 
is  concerned. 

Mr.  Wylie.  There  are  few  of  us.  We  have  to  stick  together. 
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Chair  Oakab.  We  are  glad  to  have  ^ou. 

Mr.  Phillips,  if  you  would  proceed  in  any  way  you  are  comforta- 
ble. I  know,  Mr.  Wylie,  you  have  a  plane  to  catch.  We  will  make 
sure  you  are  protected  there,  and  get  you  out  of  here.  So,  Bill,  if 
you  would  proceed. 

STATEMENT  OF  WILLIAM  G.  PHILLIPS,  PRESIDENT,  NATIONAL 
COUNCIL  FOR  INDUSTRIAL  DEFENSE 

Mr.  Phuxips.  Themk  you,  Msidam  Chair.  I  am  president  of  the 
National  Council  for  Industrial  Defense.  We  appreciate  your  lead- 
ership in  the  Ught  to  strei^hen  the  American  industrial  base  and 
your  sponsorship  of  H.R.  486,  the  Defense  Production  Act  Amend- 
ments of  1989. 

In  the  interest  of  time,  I  will  abbreviate  my  prepared  remarks 
and  ask  that  they  be  included  in  the  record. 

Chair  Oakar.  Without  objection,  we  will  include  your  entire 
statement  for  the  record. 

Mr.  Philups.  Our  organization  is  a  Washington-based,  non-profit, 
non-partisan  group  founded  in  1986  to  support  and  encourage 
public  policies  to  strengthen  our  industrial  manufacturing  capabil- 
ity and  our  national  defense. 

NCID's  membership  constituency  of  more  than  5  million  Ameri- 
cans includes  small-  and  medium-sized  manufacturing  firms,  labor 
unions,  trade  Eissociations,  and  individual  citizens  concerned  about 
the  erosion  of  our  industrial  base.  We  are  likewise  alarmed  over 
the  many  serious  manifestations  of  this  industrial  erosion:  the  loss 
of  American  jobs  Euid  vital  manufacturing  skills,  our  increasing  de- 
pendency on  off-shore  sources  for  key  elements  of  our  weapons  sys- 
tems, the  exportation  of  vital  scientific  and  technol(^cal  data,  and 
the  increasing  numbers  of  American  industrial  firms  that  are 
being  acquired  by  foreign-based  competitors. 

NdD  has  testified  at  numerous  House  and  Senate  hearings  over 
the  past  several  years  about  the  root  causes  of  American  industrial 
base  erosion,  and  what  must  be  done  to  reverse  that  trend. 

A  comprehensive,  well-coordinated  approach  is  essential  if  our 
nation  is  to  once  again  become  the  arsenal  of  democracy  in  the 
event  of  a  national  emergency  threatening  the  free  world.  That  is 
why  we  strongly  support  your  bill,  H.R.  486,  and  endorse  the  use  of 
the  Defense  Production  Act  of  1950  as  the  logical  vehicle  for  the 
needed  revitalization  of  our  key  industrial  resources  upon  which  a 
strong  national  defense  ultimately  depends. 

I  hope  this  testimony  will  not  be  viewed  as  overly  pessimistic. 
Actually,  the  overall  outlook  for  significant  forward  movement  is 
far  more  bright  today  than  when  I  first  appeared  here  during  your 
July  1987  Industrial  Base  Oversight  hearings. 

Quur  Oakar.  We  are  inching  along,  aren't  we? 

Mr.  Philups.  It  does  not  seem  possible — 2  years  have  passed.  At 
that  time,  the  term  "industrial  base"  was  hardly  heard  in  public 
forums,  Then  Assistant  Secretary  of  Defense  Robert  Costello  had 
just  begun  his  industrial  base  initiative,  first  discussed  here  during 
his  testimony  on  July  8,  1987. 

Frankly,  Madam  Cheur,  NCID  then  seemed  to  be  a  dim  voice 
crying  out  in  the  wilderness,  pleading  for  public  attention  to  be  fo- 
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cused  on  what  we  perceived  to  be  an  ui^ent  national  concern.  But 
within  months,  new  voices  were  joining  in  the  demand  for  affirma- 
tive policy  direction  to  deal  with  our  industrifd  base  decay. 

By  September  1987,  when  your  hearings  resumed,  leading 
spokesmen  from  indusl^,  labor,  and  the  public  sector  appeared  to 
express  their  concerns  about  the  ominous  developments  that 
threatened  our  American  manufacturing  future  and  the  security  of 
our  Nation. 

Certainly,  there  has  been  much  progress  since  1987.  Last  yeeu*, 
your  subcommittee  held  additional  hearings  on  the  bill,  H.R.  4037, 
the  predecessor  l^islation  to  H.R.  486,  and  favorably  reported  it. 
The  series  of  industrial  base  amendments  offered  by  Senators 
Dixon  and  Bingaman  were  eneicted  as  part  of  the  fisCEil  1989  De- 
fense Authorization  Act.  These  provisions  were  certainly  important 
steps  in  the  right  direction,  and  long  overdue. 

Meanwhile,  the  Costello  report,  'Bolstering  Industrial  Competi- 
tiveness," was  issued  last  July.  It  frankly  acknowledged  DOD 
policy  shortcoming  in  dealing  with  defense  industrial  base  prob- 
lems, emd  urged  a  series  of  remedial  actions  deemed  uecessary  to 
reverse  the  decline. 

The  Congressional  Office  of  Technology  Assessment  issued  a 
study  of  the  defense  technology  base,  and  the  Air  Force  Association 
released  its  detailed  study  entitled  "Lifeline  in  Danger:  An  Assess- 
ment of  t^e  United  Stetes  Defense  Industrial  Base." 

All  of  these  studies,  governmental  and  private — and  there  were 
quite  a  few  others — including  the  Defense  Science  Board  last  fall, 
and  most  recently  the  CSIS  study  that  was  discussed  here  last 
week — they  ail  came  to  remarkably  similar  conclusions  about  the 
serious  consequences  of  America's  industrial  base  decline.  They 
also  helped  to  confirm  most  of  the  key  findings  that  NCID  had  pre- 
sented to  this  committee  and  other  committees  during  those  inter- 
vening years. 

Although  most  of  the  policy  recommendations  of  the  Costello 
report  have  yet  to  be  implemented  during  the  Pentagon  leadership 
transition,  DOD  has  established  a  Defense  Manufficturing  Board, 
chaired  by  Thomas  J.  Murrin,  formerly  of  Westinghouse.  The 
Board  has  been  given  broad  mandates  for  policy  recommendations 
to  the  Under  Secretary  of  Defense  for  Acquisition,  affecting  our  de- 
fense industrial  base  policies. 

Testimony  already  received  here  on  your  bill,  H.R.  486,  reflects  a 
growing  awareness  of  the  urgent  need  for  comprehensive  action. 
Broad  bipartisan  support  for  the  objectives  of  H.R.  486  has  been  ex- 
pressed by  many  diverse  organizations. 

The  most  recent  report  of  the  Center  for  Strategic  euid  Interna- 
tional Studies  (CSIS)  adds  another  important  impetus  to  this  issue. 
Admiral  Moorer,  one  of  the  distinguished  leaders  in  that  study,  tes- 
tified here  last  week  in  support  of  your  bill.  It  is  significant  also 
that  the  co-chairmen  of  the  CSIS  project  were  Senators  Jeff  Binga- 
man and  John  McCam.  Certainly,  the  threat  of  industrial  base  ero- 
sion is  not  a  political  or  a  partisan  issue,  but  one  on  which  all 
Americans  must  be  united. 

We  are  also  heartened  by  the  support  for  strei^thening  the  de- 
fense industrial  base  voiced  by  the  new  Defense  Secretary,  Richard 
Cheney,  both  during  his  Senate  confirmation  hearing  and  reaf- 
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finned  in  remarks  following  his  swearing-in  ceremony.  We  are  like- 
wise gratified  by  the  positive  industrial  base  concerns  expressed  by 
Conmierce  Secretary  Robert  Mosbacher,  and  by  the  tough  foreign 
trade  stance  taken  by  U.S.  Trade  Representative  Carla  HUls. 

Obviously,  there  must  be  a  harmonious,  coordinated  natitmal 
policy  framework  involving  these  key  executive  ofFicialfi,  plus  the 
Secretary  of  State.  We  sincerely  hope  that  this  new  inter-depart- 
mental awareness  of  the  vital  importance  of  the  American  industri- 
al base  in  defense,  commercial,  trade,  and  diplomatic  areas  will  be 
reflected  in  testimony  given  to  this  subcommittee  by  executive 
branch  witnesses  later  in  these  hearings. 

Madam  Chair,  we  look  forward  to  working  closely  with  you  and 
other  Members  of  your  subcommittee  in  the  coming  months  aa 
H.R.  486,  to  help  achieve  our  mutual  objectives:  the  rejuvenation  of 
America's  industrial  beise  that  will  eissure  a  stronger,  more  reliable 
national  defense,  finchored  by  proven  American  productive  capa- 
bilities. 

Before  discussing  the  specific  provisions  of  H.R.  486, 1  would  like 
to  outline  seven  of  the  major  problem  areeiB  that  have  contributed 
over  the  years  to  the  decline  of  our  American  industrial  base.  I  will 
just  list  Uie  titles,  to  save  time,  but  would  be  pleased  to  answer  any 
questions  about  any  of  them,  if  you  so  desire. 

You  will  see  that  each  one  has  a  number  of  points  that  elabo- 


Chair  Oakab.  It  is  very  comprehensive,  and  welcomed. 

Mr.  Philups.  I  will  just  read  the  seven  nugor  pn^lem  areas,  as 
we  see  them.  One  is  the  lack  of  comprehensive  industrial  base  na- 
tional policy.  Second,  the  growing  American  dependence  on  off- 
shore financing  of  our  budget  deceits.  Third,  failure  to  recognize 
and  to  counteract  the  global  economic  warfare  being  waged  against 
us. 

Fourth,  failure  to  encourage  tmd  support  policies  and  programs 
to  assist  American  industry  to  modernize  industrial  and  technologi- 
cal capabilities.  Five,  failure  to  safeguard  the  fruits  of  American 
scientific  and  technological  achievements — and  this  is  an  area  that 
will  be  addressed  by  our  other  witness  here  this  morning. 

Number  six,  inconsistencies  in  DOD  procurement  policies  and 
practices  that  encourage  off-shore  source  dependencies.  And  finally, 
the  growing  political  power  and  influence  peddling  by  Washington 
foreign  agents  and  lobbyists.  That  has  to  be  dealt  with  in  a  com- 
pletely different  way  than  anything  we  are  discussing  here  this 
morning. 

Madam  Chair,  this  listing  of  major  factors  we  feel  have  contrib- 
uted to  the  systematic  erosion  of  our  American  industrial  base  is 
by  no  means  definitive.  It  merely  cites  what  we  consider  to  be  sig- 
nificant macro  and  micro  factors  that  must  be  taken  into  consider- 
ation. 

Of  course,  shortcomii^s  in  corporate  meuiagement  of  many 
American  firms  also  plays  a  role,  lliis  would  include  such  failure 
as  under-capitalization,  poor  marketing  strategies,  inadequate  qual- 
ity controls,  "short-term  balance  sheet"  mentality,  and  the  tenden- 
cy of  mfuiy  companies  to  pursue  poorly  conceived  investment,  man- 
agement, and  production  strat^es. 
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We  must  also  recognize  that  all  of  these  complex  problem  areas 
associated  with  American  industrial  malaise  cannot  be  solved  by 
the  eneurtment  of  H.R.  486.  Many  of  them  go  far  beyond  the  pur- 
poses of  this  l^islation,  but  they  are  all  dir^ly  or  indirectly  relat- 
ed to  it 

The  basic  approach  set  forth  in  section  103  of  H.R.  486  as  amend- 
ments to  title  I  of  the  Defense  Product  Act  are  vitally  important 
steps  toward  the  eichievement  of  a  revitalized  U.S.  defense  industri- 
al base  BO  desperately  needed  by  our  nation. 

We  strongly  beheve  that  there  must  be  sufficient  domestic  capa- 
bility for  producing  at  least  the  major  psirts,  components,  and  sub- 
assemblies of  all  of  our  warfighters  designated,  militarily-critical 
weapons  systems  and  related  items.  The  presidential  waiver  au- 
thority contained  in  the  bill  provides  adequate  flexibility,  in  our 
judgment,  in  meeting  the  requirement  to  limit  defense  production 
to  domestic  sources,  while  also  providing  him  with  authority  to  de- 
velop domestic  capabilities  for  any  materials,  services,  or  skills  af- 
fecting a  designated  critical  industry,  which  would  include  especial- 
ly those  where  we  have  only  one  or  no  on-shore  source  of  produc- 
tion. 

Other  provisions  of  this  section  of  H.R.  486  recognize  the  vitfd 
role  of  small-  and  medium-sized  firms  as  defense  industrial  base 
s^ments  that  have  been  most  seriously  penalized  by  short-sighted 
DOD  procurement  policies.  The  implementation  of  this  section  of 
the  bill  would  also  properly  nullify  inconsistent  provisions  of  any 
existing  or  future  memoreuidum  of  understanding. 

In  our  judgment,  the  financing  provisions  of  the  bill  and  the  limi- 
tation on  borrowing  authority  granted  to  the  President  to  imple- 
ment the  new  defense  industrial  base  preservation  and  revitaliza- 
tion  program  are  both  reasonable  and  strfiightforward.  Certainly, 
the  opportunities  that  would  be  provided  for  American  manufac- 
turing firms  under  this  program  will  generate  vast  new  sources  of 
Federal  and  State  tax  revenues  that  will  far  exceed  the  required 
expenditures. 

Under  present  DOD  procurement  policies  that  are  skewed 
toward  off-shore  defense  producers,  we  have  estimated  that  more 
than  $20  billion  in  Americari  tax  dollars  were  funneled  in  fiscal 
1987  alone  to  overseas  firms  in  prime  and  subcontract  awfu^  and 
in  offset  pasnnents — almost  15  percent  of  the  entire  DOD  procure- 
ment budget  of  that  year.  Of  course,  none  of  these  amounts  ever 
end  up  as  tax  payments  to  the  U.S.  Treasury  to  help  reduce  our 
deficit. 

Madam  Chair,  NCID  also  supports  the  provisions  of  section  201 
of  H.R.  486  providing  for  an  economic  adjustment  prt^am.  A  fair 
and  orderly  mechanism  to  deal  with  shifting  circumstances  in  our 
defense  production  requirements  is  certainly  essential  to  our  na- 
tional economic  well-being. 

In  conclusion.  Madam  Chair,  it  should  be  crystal  clear  that  in 
today's  uncertain  and  highly  competitive  world  environment,  no 
first-rate  power  can  sustain  itself  without  a  strong,  innovative,  reli- 
able industrial  msmufacturing  capability,  with  sufficient  emergency 
mobilization  surge  capacity.  Such  a  program,  to  be  fully  effective, 
must  also  provide  for  full  integration  of  all  major,  and  often  di- 
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verse,  national  policy  considerations,  such  as  military,  commercial, 
trade,  fiscal  and  economic,  and  diplomatic  issues. 

The  long-term  implications  must  be  carefully  weighed  against 
short-term  expediency.  America's  freedom  and  independence  of 
action  in  our  own  national  self-interest  must  never  be  subcontract- 
ed to  other  nations  on  whom  we  may  have  become  dependent  for 
the  production  of  weapons  critical  to  our  own  defense  in  time  of 
emergency. 

We  must  regain  the  manufacturing,  scientiHc,  and  technological 
leadership  for  America  to  remain  a  world  power  in  the  19908  and 
beyond.  The  de-industrialization  of  America  would  rob  us  of  effec- 
tive control  over  our  own  economic  and  political  destiny.  It  would 
cripple  our  ability  to  defend  ourselves  against  aggression,  and  force 
our  Nation  into  a  secondary  role  in  the  conduct  of  world  affairs. 
That  must  never  be  permitted  to  happen. 

Thank  you  for  the  opportunity  to  appear  here  and  to  present 
these  views. 

Chair  Oakar.  Thank  you  very  much,  Mr.  Phillips.  Without  objec- 
tion, I  am  going  to  ask  that  these  studies  that  you  have  mentioned, 
like  the  Costello  study  and  the  study  from  the  last  Congress — I 
would  like  to  have  all  of  the  studies,  particularly  the  bipartisan 
study  which  some  of  the  Members  worked  on  along  with  private  in- 
dustry, and  the  article  that  you  eiIso  attached  to  your  statement.  It 
will  be  placed  in  the  record. 

pThe  prepared  statement  of  Mr.  Phillips  with  the  seven  major 
problem  areas  can  be  found  in  the  appendix.] 

Chair  Oakar.  Mr.  Wylie,  thank  you  very  much  for  being  here. 
We  are  pleased  to  have  you.  Please  proceed  in  whatever  way  is 
most  comfortable. 

STATEMENT  OF  SCOTT  F.  WYLIE,  RAYCHEM  CORPORATION.  ON 
BEHALF  OF  THE  PROPRIETARY  INDUSTRIES  ASSOCIATION 

Mr.  Wylie.  I  will  attempt  to  abbreviate  my  comments  in  the  in- 
terest of  time. 

I  am  the  corporate  director  of  communications  with  Raychem 
Corp.  I  am  with  you  this  morning  representing  the  Proprietary  In- 
dustries Association. 

As  you  may  know,  PIA  is  an  association  of  companies  who  devel- 
op products  and  processes,  primarily  at  our  own  expense,  for  de> 
fense  use.  While  many  PIA  members  sell  parts  directly  to  the  Gov- 
ernment, we  are  most  often  subcontractors  for  purposes  of  defense 
sales. 

Raychem  is  a  brOEidly-based  material  science  company.  The  com- 
pany mEmufactures  and  markets  a  broad  range  of  high-perform- 
ance products  that  are  supplied  in  more  than  100  countries  to 
builders  and  operators  of  electrical  power  systems,  telecommunica- 
tions systems,  process  plemts,  mines,  gas  and  oil  pipelines,  and 
transmission  systems,  as  well  as  to  manufacturers  of  electrical  and 
electronic  equipment,  aircraft,  automobiles,  and  defense  systems. 

Products  range  from  high-performance  wire  and  cable  to  electri- 
cal inter-connection  devices,  from  heat  tracing  to  Emti-corrosion  sys- 
tems. Because  many  Raychem  technologies  and  processes  are  pro- 
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prietary,  alternative  technol<^es,  rather  than  similar  products,  are 
the  major  competition. 

Raychem  employs  approximately  11,000  people  in  50  countries. 
Nearly  half  of  these  employees  are  based  in  the  United  States, 
mostly  in  the  San  Francisco  Bay  area.  Raychem  sales  in  1988  were 
BhghUy  over  $1  billion. 

My  testimony  this  morning  will  point  out  positions  that  we,  as 
Bubcontractors,  believe  to  be  contributing  to  a  shrinking  industrial 
base.  PIA  has  not  taken  an  official  position  on  your  proposal,  but 
we  do  feel  that  attempting  to  assure  100  percent  domestic  produc- 
tion of  our  products  with  critical  defense  applications  will  not  auto- 
matically assure  a  broader,  more  capable  defense  industrial  base. 

There  eire  factors  other  than  foreign  defense.  Let  me  point  out 
the  factors:  The  public  mistrust  of  the  defense  industrial  complex, 
combined  with  expansive  weapons  system  development  and  declin- 
ing defense  budgets  over  the  last  4  to  5  years,  has  resulted  in  nu- 
merous significant  changes  to  defense  acquisition  policy. 

Many  of  these  reforms,  while  well  intended,  increase  the  cost  of 
doing  business  with  the  Government,  and  have  discouraged  compa- 
nies from  participating  in  defense  markets.  There  is  a  growing  dis- 
incentive to  risk  new  investment  in  both  R&D  and  capital  equip- 
ment. Recent  testimony  before  this  subcommittee  by  CSIS  mtide 
that  point  graphically. 

The  list  below  is  far  from  exhaustive,  but  I  have  tried  to  single 
out  the  most  troublesome  policies,  from  the  perspective  of  the  inno- 
vative subcontractor. 

First,  rights  in  technical  date.  I  mention  this  issue  first  because 
it  has  been  a  priority  of  the  Proprietary  Industries  Association. 
Quite  literally,  PIA  was  formed  in  response  to  DOD's  1983  poUcy  of 
requiring  contractors  and  subcontractors  to  relinquish  intellectual 
property  rights  in  their  trade  secrets  as  a  condition  of  doing  busi- 
ness with  the  military  services. 

Despite  helpful  Congressional  intervention,  DOD  continues  to 
pursue  a  policy  of  maintaining  price  competition,  principally 
throi^h  the  creation  of  second  sources  of  identical  items.  For  inno- 
vative subcontractors  who  develop  producte  and  processes  with  pri- 
vate funds,  the  DOD  approach  to  competition  is  discouraging  sub- 
contractors' willingness  to  compete  by  making  a  better  mousetrap. 

The  Government  benefits  when  a  company  invests  its  own  money 
to  develop  an  item,  component,  or  process  for  defense  applications. 
Not  only  does  Government  avoid  up-front  charges  for  development, 
but  technological  advancement  and  competition  is  encouraged. 

However,  a  company  that  accepte  the  risk  to  design  a  product  or 
a  process  accepte  that  risk  with  the  hopes  of  making  a  fair  return 
on  that  investment.  Giving  a  competitor  a  blueprint  which  allows 
Einother  firm  to  make  the  same  product,  without  having  made  any 
investment  in  that  development.  Just  does  not  make  good  business 
sense  to  the  original  designer,  because  the  hopes  of  making  that 
fair  return  are  diminished. 

We  £tfe  begiiming  to  hear  reports  from  member  and  prime  con- 
tractors that  the  latest  version  of  the  technical  date  regulations 
are  beginning  to  create  procurement  bottlenecks  which  could  seri- 
ously affect  schedule  in  the  future.  Some  subcontractors  are  avoid- 
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ii^  Government  business,  rather  than  give  competitors  access  to 
their  specialized  design  knowledge. 

Most  of  the  subcontractors  that  I  have  spoken  with  are  willing  to 
work  with  the  Government  to  plan  for  surge  production  capabui^ 
and  legitimate  mobilization  needs.  They  are  loathe  to  do  so  by  put- 
ting a  competitor  in  place  in  peace  time. 

In  fact,  for  many  small-  and  medium-sized  companies,  the  effect 
of  splitting  production  with  one  or  more  firms  could  make  us  less 
competitive  and  force  them  to  lay  off  employees  and  sell  off  capac- 
ity. 

One  final  note  in  this  area.  There  is  a  recent  CalTech  study 
which  concludes  that  indiscriminate  second  sourcing  of  privately 
developed  items  can  lead  to  a  shrinking  number  of  competitora 
willing  to  bid  for  Government  contracts.  If  you  would  like,  I  would 
be  happy  to  supply  it  for  the  record. 

Chair  Oarar.  We  would  like  to  have  that,  and  without  objection, 
it  is  so  ordered. 

[The  CalTech  study  referred  to  can  be  found  in  the  appendix.] 

Mr.  Wyue.  Preference  for  non-developmental  items.  As  you  may 
know.  Senator  Levin  held  an  oversight  hearing  just  last  week  on 
his  legislation  of  3  years  ago  which  established  in  law  a  preference 
for  buying  products  that  the  Government  did  not  have  to  pay  to 
develop.  Tliis  provision  in  law  could  broaden  DOD's  use  of  conimei> 
cial  items  and  in  fact  could  help  to  prepare  companies  to  partici- 
pate  in  mobilization  efforts. 

DOD's  implementation  of  that  law  has  been  woefully  lacking  in 
enthusiasm.  What  the  Senate  heEiring  revealed  in  alarming  detail 
is  that  companies  that  manufacture  and  sell  non-developmental 
items  will  forego  the  opportunity  to  supply  the  Government,  be- ' 
cause  of  the  complex  r^ulatory  structure  that  goes  with  Govern- 
ment contracting. 

There  is  enormous  productive  capacity  and  technological  exper- 
tise in  the  commercial  segment  of  our  industrial  base,  and  we  have 
limited  our  meems  of  tapping  it.  The  submission  of  cost  and  pricing 
data,  the  use  and  abuse  of  military  specifications  and  standards, 
and  numerous  audits,  are  just  a  few  practices  common  to  defense 
contracting  that  discourage  companies  from  participating  in  that 
market. 

Since  many  commercial  companies  have  a  leading  edge  in  cer- 
tain criticfd  technologies,  eliminating  foreign  competition  would 
only  be  one  step,  and  perhaps  a  minor  one,  toward  increasing  their 
participation  in  defense. 

Price-only  competition.  We  at  Raychem  believe  that  domestic 
sourcing  in  defense  acquisition  is  important  in  aretis  of  emerging 
high  technoli^y  products  where  domestically  produced  products 
may  have  trouble  competing  with  foreign-sourced  products,  if  price 
is  the  only  significant  source  selection  factor. 

I  have  with  me  today  a  multi-layer  co-fired  ceramic  package.  In 
fact,  I  have  a  box  of  them.  They  are  different  in  shape  and  size,  but 
they  are  similar  inside.  Similar  items  are  found  inside  every  high- 
reliability  computer. 

In  a  military  aircraft,  such  computers  operate  target  acquisition 
mechanism,  provide  electronic  counter  measures,  direct  radar  and 
communications  capabilities,  and  perform  other  essential  functions. 
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At  present,  although  domestically  designed,  with  Crovemment 
funds,  more  than  90  percent  of  these  parts  are  suppHed  by  Japa- 
nese companies.  For  such  a  critical  item,  we  beheve  it  unwise  for 
the  United  States  to  be  so  reliant  on  an  off-shore  producer. 

While  there  are  several  U.S.  companies  in  ttm  market,  their 
products  are  not  produced  in  the  same  volume  as  the  Japanese  ver- 
sion, and  hence  are  more  expensive.  As  long  as  defense  procure- 
ment is  so  exclusively  price-dependent,  the  U.S.  suppliers  of  this 
product  will  be  unlikely  to  build  sufficient  product  to  lower  costs. 
Without  sales,  there  is  little  incentive  to  sustain  the  specifdized  ca- 
pability for  defense  applications. 

This  example  suggests  to  us  that  it  is  appropriate  to  consider 
country  of  origin  as  well  as  price,  reliability,  and  other  factors, 
when  a  product  serves  an  essential  function  and  is  not  readily 
available  commercially.  However,  choosing  which  products,  tech- 
nologies, or  industries  which  should  be  targeted  as  critical  is  diffi- 
cult, and  it  does  not  appear  that  as  a  country  we  can  afford  to  op- 
erate this  way  across-the-board. 

Profit  policies.  I  will  not  dwell  on  this  much  more  than  to  say 
that  more  favorable  profit  opportunities  in  the  commercifd  world 
attract  companies  to  non-Government  markets.  At  the  sub-tiers  in 
the  aerospace  business,  we  see  more  companies  making  the  deci- 
sion to  cut  back  or  eliminate  their  dependence  on  defense  markets, 
rather  than  to  attempt  to  comply  with  the  complex  and  burden- 
some body  of  Federal  Eicquisition  r^ulation. 

CSIS  has  documented  what  we  eis  subcontractors  have  known  for 
a  long  time.  The  subcontracting  tiers,  as  I  know  you  have  heard, 
are  crucial  to  the  development  and  manufacture  of  defense  sys- 
tems. Until  5  years  ago,  this  segment  of  the  defense  industry  was 
more  or  less  isolated  from  the  maze  of  regulation  that  I  have  men- 
tioned. That  is  no  longer  the  case. 

The  Government  has  reached  into  our  private  contracts,  and  yet 
our  voice  n  the  acquisition  policy  debate  is  dampened  because  the 
Government  says  it  does  not  have  privity  of  contract  with  subcon- 
tractors. 

A  recently  released  study,  entitled  "Deterrence  In  Decay:  The 
Future  of  the  Defense  Industrial  Base,"  l^'  CSIS,  reportedly  says 
that  over  the  past  7  years  almost  80,000  firms  have  left  the  defense 
sector.  The  vast  me^ority  elected  to  cease  psuticipation  in  the  de- 
fense business. 

I  have  not  had  a  chance  to  read  the  study  yet,  but  the  little  I 
know  suggests  that  we  have  problems  other  than  foreign  competi- 
tion that  need  to  be  addressed  if  we  are  to  promote  willing  piulici- 
pation  in  defense  markets.  We  ctm  bring  the  business  home,  and 
still  have  unwilling  players. 

Defense  budgets:  As  you  know,  the  defense  budget  has  declined, 
in  real  terms,  for  the  past  4  or  5  yetirs.  tiast  year.  Senator  Binga- 
man  organized  an  ad  hoc  committee  of  defense  industry  leaders  to 
make  recommendations  on  measure  which  would  enhance  the  in- 
dustry and  its  ability  to  improve  its  technological  capabilities. 

That  committee  recommended  strongly  that  the  department  fully 
fund  those  programs  which  are  deemed  to  be  most  criticed  to  ite 
mission,  and  drop  the  more  marginal  work.  Others  have  made  thai 
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recommendation  directly  to  the  President,  the  Secretary  of  De- 
fense, and  to  the  Congress. 

Program  stretch-outs  and  decreaBed  production  unite,  combined 
with  dechning  budgets,  can  be  a  prescription  for  disaster  for  small- 
er  companies.  Plfumed  backlogs  disappear,  new  business  is  not 
forthcoming,  and  failure  becomes  a  real  threat,  depending  on  a 
company's  circumstances.  If  defense  sales  were  more  sttible,  and 
less  regulated,  I  believe  we  would  have  more  companies  willing  to 
actively  and  enthiisiasticfdly  participate  in  this  market. 

Since  we  believe  that  there  are  other  policies  in  place  that  dis- 
courage small-  and  medium-sized  companies  from  selling  to  the 
mihtary,  we  respectfully  recommend  that  the  subcommitt^  brtKid- 
en  its  investiga^on  to  consider  and  hopefully  to  euiswer  the  follow> 
ing  questions,  i^ou  have  not  already  done  so: 

How  do  we  effectively  mei^e  mobilization  requirements  with  low 
anticipated  production  volume  over  the  next  several  years? 

Is  it  better  to  have  thousands  of  DOD  suppliers  who  view  their 
militfLTy  saiea  as  a  minor  part  of  their  business,  or  is  it  better  to 
have  hundreds  of  DOD  suppliers  who  view  mihtary  sfiles  as  impor- 
tant to  their  survived?  Does  the  shrinking  base,  in  peacetime,  serve 
a  useful  economic  purpose  in  the  light  of  declining  defense  budgetB, 
and  how  do  we  weigh  that  against  the  need  for  preparedness? 

Requiring  100  percent  domestic  production  of  edl  items,  compo- 
nents, and  materials  used  to  manufacture  weapons  systems,  if  it 
were  do-able,  could  raise  costs  to  the  Government,  when  available 
money  is  hard  to  come  by.  That  in  turn  can  force  smaller  orders, 
and  the  business  we  will  have  brought  home  will  shrink. 

Our  ability  to  mobilize  in  times  of  conflict,  however,  is  em  import 
tant  Emd  necessary  concern,  euid  I  believe  it  is  important  to  luive 
domestic  capability  in  critical  industries.  We  must  find  a  sensible 
way  to  rationalize  the  problem  of  a  shrinking  defense  industrial 
base  with  economic  realities.  PIA  would  be  happy  to  help  in  any 
way  we  can. 

The  economic  environment  I  have  sketched  above  also  has  impli- 
cations for  title  n  of  H.R.  486.  It  may  very  well  be  that  the  wise 
thing  for  DOD  to  do  is  to  scale  back  the  number  of  weapon  ^rgtems 
procurements  it  conducts,  and  fully  fiind  those  pn^rams  most  im- 
portant to  its  mission.  To  effectively  subsidize  dislocated  defense 
labor  through  savings  realized  from  cutting  programs  c^ectively 
penalizes  DOD  for  doing  the  sensible  thing. 

I  must  confess  that  title  II  appears  to  have  far-reaching  effects, 
and  does  not  appear  to  complement  defense  production  concerns. 
Any  number  of  industries  have  faced  dramatic  changes  in  the  last 
decade,  and  any  number  of  their  workers  have  been  displ^ed.  I 
persontdiy  am  not  comfortable  with  the  fit  between  these  two 
issues. 

PIA  would  like  to  recommend  that  title  II  be  treated  as  a  sepa- 
rate proposal.  The  complex  nature  of  the  unemployment  compensa- 
tion  system  which  is  actually  funded  by  the  States  does  not  appear 
to  lend  itself  as  a  vehicle  for  delivermg  targeted  aid  to  a  s^eet 
group  of  the  unemployed. 

Thank  you  for  the  opportunity  to  present  the  views  of  PIA  and  of 
Raychem.  To  the  extent  that  I  can,  I  am  happy  to  answer  any  ques- 
tions you  may  have. 
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[Hie  prepared  statement  of  Scott  Wylie  can  be  found  in  the  ap- 
pendix.] 

Chair  Oakar.  Thank  you  very  much. 

Ai^  information  that  you  want  to  add  to  the  record,  we  would 
appreciate  it. 

I  think  you  cited  some  avenuee  of  problems  that  businesses  have 
in  deeding  with  the  Defense  Department,  and  so  on.  I  would  like  to 
just  start  by  asking  you  this  question,  which  is  not  in  my  formal 
questions  to  you. 

How  do  you  reconcile  the  need  to  have  the  Defense  Department 
have  strict  guidelines,  and  at  the  same  time  we  have  seen  some 
businesses  who  have  not  been  forthright  in  dealing  with  the  De- 
fense Department,  and  who  have  abused  the  opportunity  to  con- 
tract with  the  Government.  How  do  you  reconcile  the  two? 

I  think  that  is  probably  wlw  there  are  some  strict  regulations  In 
there.  Sometimes,  you  see  different  committees  that  have  direct  ju- 
risdiction  over  the  defense  budget  putting  in  items.  Have  you,  or 
your  organization,  attempted  to  have  a  comprehensive  overview 
l^t  you  could  give  to  the  Defense  Department  about  this? 

I  think  it  is  important  that  the  industry  criticize  itself,  as  well, 
and  come  up  with  some  solutions. 

Mr.  Wtub.  I  think  it  is  often  referred  to  as  "industry  self-govern- 
ance," and  I  think  there  are  people  who  glaze  over  when  they  hear 
that  word,  fearing  that  that  is  the  wolf  in  the  henhouse. 

My  own  perception  is  that  what  we  have  in  place,  in  terms  of 
law  and  regulation,  suffers  from  an  error  that  we  frequently 
commit,  and  that  is  in  wrestling  with  the  problem  of  the  2  percent 
or  the  5  percent,  whatever  the  small  number  is,  that  will  take  ad- 
vantage of  the  situation. 

We  have  legislated  and  regulated  to  the  extent  that  the  other  95 
percent  are  operating  inefficiently  as  a  result.  We,  for  instance,  are 
not  by  any  means  of  the  size  of  a  nugor  prime  contractor,  and  yet 
we  fuid  52  weeks  a  year  essentially  we  have  people  inside  our 
plants  auditing  us,  day-in  and  day-out.  Hardly  a  day  goes  by  where 
that  is  not  the  case.  That  is  an  expensive  solution  to  the  situation, 
I  would  ai^ue. 

I  am  not  sure  of  the  nice,  neat,  and  tidy  alternative  for  you, 
quite  honestly.  But  I  worry  Eibout  the  disincentive  that  that  kind  of 
net  puts  over  people  to  go  forward  and  continue  to  deal  with  the 
Government. 

Chair  Oakar.  I  think  it  is  important  that  you  come  up  with  some 
ideas,  that  your  oiganlzation  do^.  Because  we  have  had  in  our  tes- 
timony people  who  testified  about  the  90  audits  that  they  have  to 
go  throu^  And  for  small  companies  in  particular,  it  must  be  very 
difficult. 

At  the  same  time,  we  have  to  scrutinize  the  operation,  and  prob- 
ably  that  is  more  so  because  of  some  industries,  companies,  that 
have  abused  the  right  to  contract.  So  it  would  seem  that  you  might 
want  to  offer  alternatives. 

I  know,  with  respect  to  Medicare,  whenever  we  had  r^ulations 
that  the  health  providers  did  not  like,  they  would  say,  "Well,  you 
know,  if  you  change  it  this  way,  we  could  five  with  it.  Very  often, 
it  is  not  the  law,  it  is  the  regulations. 
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Mr.  Wyue.  a  part  of  the  solution — and  it  is  part  of  the  solu- 
tion— is  wrapped  up  in  the  Pacltard  committee  recommendations. 
To  the  extent  feasible,  get  the  military  to  buy  as  a  normal  commer- 
cial purchfiser  would  buy.  That  gets  you  out  of  a  series  of  r^ula- 
tory  problems  that  do  not  have  solutions. 

If  you  CEm  buy  items  that  have  been  developed  at  private  ex- 
pense, that  essentially  are  available  in  the  commercial  market,  and 
it  works  satisfactorily,  then  the  forces  of  the  marketplace  will  do  a 
lot  in  terms  of  price,  performance,  reliability,  and  those  sorts  of 
items,  along  with  the  process  of  sale. 

Mr.  Philups.  I  think  that  is  exactly  right,  and  I  think  also  that 
the  CSIS  study  that  was  mentioned  earlier 

Chair  Oakar.  Both  of  you  mentioned  that  study. 

Mr.  Philups.  They  found  that  something  like  25  percent  of  our 
entire  defense  budget  each  year  is  spent  on  regulations,  on  paper- 
shufHing,  auditing,  all  of  the  other  regulatory  and  adniinistrative 
functions  that  go  into  operating  the  procurement  system.  Now, 
that  is  a  lot  of  money.  We  are  talking  about  $75  billion. 

The  other  point  that  I  think  should  be  made  is  that  this  burden 
falls  disproportionately  heavily  on  the  smaller-  and  mid-sized  sub- 
contreictors.  It  does  not  impetct  as  heavily  on  ofT-shore  mcmufactur- 
ing  sources,  because  in  many  cases  they  are  not  subject  to  the  same 
type  of  regulatory  controls;  for  example,  production  quality  con- 
trols— a  U.S.  plant  will  have  a  Government  inspector  on  quality 
control  whenever  a  product  is  being  made  at  that  plant. 

The  same  is  not  true  in  an  off-shore  plant.  There  is  no  U.S.  in- 
spector there  sampling  every  batch  of  widgets,  or  whatever  is  being 
manufactured  at  that  off-shore  plant.  Now,  obviously,  if  part  of 
your  production  is  rejected,  it  is  going  to  increase  your  unit  cost. 
This  is  one  of  the  reasons  why  the  system  of  off-shore  sourcing  vs. 
domestic  sourcing  is  so  unfair,  because  they  apply  different  stand- 
ards. 

Chair  Oakas.  There  are  OSHA  standards,  and  all  of  the  other 
kinds  of  things  that  go  into  that,  that  businesses  have  to  adhere  to 
here,  that  they  do  not  have  to  necessarily  in  other  countries.  That 
is  why  we  feel  that  the  whole  playing  field  area  should  be  ad- 
dressed comprehensively. 

Now,  whether  or  not  we  put  that  in  legislation  is  smother  ques- 
tion; but  it  is  something  that  we  are  hearing  time  and  time  again, 
in  terms  of  our  ability  to  compete.  So  we  really  should  take  it  into 
consideration. 

Mr.  Wylie,  Mr.  Philhps  points  out  in  his  testimony  that,  in  all 
the  studies  that  you  relate  to,  Bill,  over  the  years,  they  seem  to 
keep  repeating  the  same  theme:  That  our  U.S.  defense  industrial 
base  is  indeed  troubled,  and  that  this  condition  could  be  a  danger 
to  our  national  security. 

Yet,  we  have  not  really  addressed  that,  Eilthough  we  sire  taking  a 
look  at  it.  I  think  that  I  agree  with  you  that  more  and  more  indi- 
viduals, including  the  Defense  Department,  are  beginning  to  ac- 
knowledge some  of  the  problems. 

How  do  you  feel  about  that  kind  of  attitude,  or  that  repeated 
theme? 
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Mr.  Wyub.  I  think  there  is  a  real  problem  there.  I  do  not  think 
it  is  just  rhetoric.  I  do  not  think  it  is  people  advancing  another 
agenda.  I  think  there  is  a  re£il  problem. 

I  think  it  gets  addressed  in  a  way  that  we  can  easily  understand. 
Not  to  make  light  of  your  previous  discussion,  an  airplane  is  some- 
thing that  you  can  put  your  hands  on,  an  FSX  is  a  thing. 

But  you  know  what?  This  is  a  $100  thii^,  but  it  turns  out  that 
the  absence  of  this  $100  thing  will  prevent  airplanes  from  flying. 
Literally,  they  cannot  get  ofT  the  ground. 

So  we  think  of  it  in  macro,  but  the  complexity  of  what  we  need 
to  supply  from  a  technoli^^  standpoint  is  such  that  we  ought  to 
worry  about  an  emerging  technolc^y  that  we  are  trying  to  master 
as  Americans,  that  at  the  current  point  of  the  way  the  Depcu^ment 
of  Defense  purchases  things,  it  is  luilikely  that  we  are  going  to  ulti- 
mately be  able  to  get  the  volume  enough  to  get  costs  down  to 
where  we  will  be  able  to  compete  on  a  price-only  competition. 

Chair  Oakas.  So  you  claim  the  problem  of  your  not  being  able  to 
compete  for  that  part,  let's  say,  to  manufacture  it — do  you  blame  it 
on  the  labor  costs? 

Mr.  Wyue.  No.  In  this  particular  product  line,  it  is  one  that  is 
very  sensitive  to  the  phenomenon  of  the  learning  curve.  That  is, 
the  more  you  make  of  it,  the  more  opportunities  you  have  to  im- 
prove its  process  and  make  it  cheaper. 

A  rule  of  thumb  in  this  particular  product  line  is,  if  you  double 
your  volume,  you  are  going  to  be  able  to  lower  your  costs  by  20  per- 
cent. And  if  you  double  ag£un,  another  lowering  of  20  percent. 

The  Japanese,  in  this  case,  have  produced  millions  and  millions 
and  millions  of  dollars  worth  of  these  products.  We  collectively,  in 
the  United  States,  all  of  the  companies  that  are  involved  in  this 
marketplace,  are  probably  approaching  $5  million  worth  of  prod- 
uct, total.  So  the  difference  in  the  scale  is  huge. 

We  are  way  behind  on  the  leamii^  curve,  if  you  will,  and  if  we 
are  going  to  become  cost-competitive  we  will  need  to  get  down  that 
learning  curve  somehow  by  supplying  to  the  marketplace  big 
enough  to  allow  us  to  sell. 

Mr.  Phillips.  Madam  Chair 

Chair  Oakar.  Can  I  just  follow  up  one  second  with  this,  and  both 
of  you  can  comment  and  add. 

Do  you  think  we  should  subsidize  our  industries,  the  way  the 
Japanese  and  other  countries  do? 

Mr.  Wylie.  Reflexively,  no,  I  do  not. 

Mr.  Phillips.  I  do  not  think  it  is  required.  What  we  are  really 
talking  about — and  I  mentioned  this  during  previous  testimony — is 
the  Question  between  pri(»  and  cost.  They  are  two  entirely  differ- 
ent tnii^^. 

If  we  are  going  to  use  a  mechanism  where  the  bid  automatically 
goes  to  the  lowest-price  bidder,  what  we  are  doing — in  many 
cases — is  moving  the  production  overseas.  On  paper,  it  might  look 
as  though  the  item  that  we  are  talking  about  is  going  to  cost  less. 

But  it  is  not  really  going  to  cost  less  in  the  long  run.  It  might 
cost  our  Defense  Department  less  out  of  its  own  budget,  but  when 
you  look  at  the  effert  of  offshore  procurement  on  whole  U.S.  econo- 
my it  will  probably  cost  more.  What  about  the  taxes  that  are  not 
paid  by  the  U.S.  bidder  that  loses  the  contract?  What  about  the 
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taxes  of  all  of  its  U.S.  employees  that  are  lost,  they  are  laid  off 
when  the  contract  goes  overseas? 

What  about  the  cost  of  unemployment  compensation?  What 
about  the  crime  and  violence,  which  increases  in  communities 
where  there  are  heavy  lay-offs? 

All  of  these  costs  come  out  of  the  U.S.  Treasury.  Plus  the  fact  no 
taxes  are  paid  into  the  U.S.  Treasury  by  the  off-shore  bidder  who 
wins  the  contract. 

So  if  you  weigh  all  of  these  considerations  with  the  bid  price,  the 
U.S.  economy  would  be  very  much  better  off  in  most  cases  by 
taking  the  U.S.  bid,  even  though  it  appears  on  the  surface  to  be  a 
little  higher. 

But  under  DOD's  current  procurement  policies,  this  is  not  taken 
into  account.  The  differential  that  Congress  enacted  many  years 
ago  in  the  Buy  American  act  is  not  taken  into  consideration  in 
evaluatii^  bids.  We  think  that  that  is  crazy.  The  law  is  still  on  the 
books,  but  DOD  waives  it  to  give  foreign  bidders  the  advantage. 

Chair  Oakas.  I  think  you  are  suggesting,  also,  that  you  bring  the 
costs  down  if  you  have  more  volume  of  production. 

Mr.  Wyub.  Yes. 

Chair  Oakar.  Let  me  ask  you,  Mr.  Phillips,  the  article  attached 
to  your  testimony  states  that  it  is  often  difficult  to  separate  protec- 
tionist rhetoric  from  honest  national  security  concerns  and  the  de- 
fense. 

In  our  discussions,  at  what  point  do  we  draw  the  line  of  this 
debate?  Or  do  we  separate  the  debate  out,  and  shake  it  out  a  littie 
bit? 

Mr.  Phillips.  I  have  said  this  on  many  occasions.  One  country's 
protectionism  is  another  country's  action  in  preserving  its  industri- 
al base.  There  has  been  a  lot  of  criticism  about  some  of  the  policies 
that  are  advocated  in  your  bill,  H.R.  486,  and  some  of  positions  that 
we  have  taken  publicly  over  the  past  3  ^  years  as  being  protection- 
ist. 

But  I  would  refer  you  to  a  very  interesting  document  which  has 
just  come  out.  It  is  the  1989  National  Trade  Estimate  Report  of 
Foreign  Trade  Barriers,  issued  by  the  Office  of  the  U.S.  Trade  Rep- 
resentative. It  contains  over  200  peiges,  with  every  major  industrial 
country,  listing  the  barriers  to  U.S.  exports  by  each  country. 

If  you  compare  what  is  beii^  done  to  us  by  these  countries  in 
curbing  our  exports  and  weigh  that  against  the  preferential  treatr 
ment  that  DOD  is  giving  many  off-shore  bidders  in  our  own  defense 
procurement,  you  are  going  to  find  that  the  playii^  field  is  so 
uneven  that  we  should  not  even  dignify  an  attack  on  you  or  our 
organization  as  being  protectionist.  What  we  want  to  do  is  to  pre- 
serve, not  protect,  and  there  is  a  big  difference. 

Chair  Oakar.  Did  you  want  to  comment  on  that? 

Mr.  Wyue.  I  think,  in  sentiment,  I  would  agree.  For  me,  the 
trick  is,  how  do  you  define  the  places  where  you  want  to  protect, 
and  how  do  you  do  that? 

I  just  happen  to  have  an  example  here  of  a  category  of  product. 
There  probably  are  other  categories  of  problems.  I  think  that  is 
what  will  take  the  skill. 

What  I  am  also  aware  of,  and  firmly  believe,  is  that  even  if  we 
figure  that  out,  whether  by  doing  it  across-the-board  100  percent^ 
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or  selectively  by  critical  cases,  we  will  not  have  solved  a  key  com- 
ponent to  the  defense  acquisition  problem,  which  is  the  environ- 
ment that  we  have  created  for  defense  acquisition.  If  it  is  fdl-Amer- 
ican,  the  way  we  tu*  doing  it  right  now  it  will  not  work  very  well 
for  all  of  us  Americans.  I  think  we  need  to  pay  attention  to  that, 
too. 

Otherwise,  I  think  that  we  may  have  the  illusion  of  accomplish- 
ment and  prepress,  when  we  still  have  a  rock  tied  to  our  ankle. 

Chair  Dakar.  We  are  going  to  take  some  of  your  comments  today 
and  craft  some  questions  that  we  will  ask  the  Defense  Department, 
if  that  is  a  critical  difficulty  in  terms  of  encouraging  this. 

I  was  going  to  ask  either  of  you,  and  Mr.  Wylie  in  particular,  if 
there  has  been  a  significant  decline  in  the  number  of  firms  doii^ 
business  within  the  Department  of  Defense  in  your  sector  of  the 
electronics  industry. 

I  am  going  to  ask  you  why  this  decline.  We  had  testimony  the 
other  day  that  said  the  number  of  firms  doii^  business  with  DOD 
has  declined  from  118,000  in  1982  to  38,007  in  1987,  and  this  is  tre- 
mendously sta^erii^  in  light  of  the  defense  dollars.  Even  though 
you  mentioned  the  decline,  the  fact  is  that  we  really  have  in- 
creased that  budget  by  about  $200  billion  over  the  last  8  or  9  years. 

So  when  you  consider  the  decade,  there  has  been  a  terrific  up- 
swii^  and  we  have  a  large  deficit  to  deal  with,  and  obviously  that 
is  the  biggest  item  on  the  budget  next  to — the  only  other  item  that 
comes  close  is  the  Social  Security  Trust  Fund,  which  some  of  us 
feel  shouldn't  even  be  part  of  the  budget. 

So  do  you  have  any  other — do  you  think  that  the  major  reason 
for  decline  is  all  of  this  paperwork  and  the  manner  in  which  you 
dealt  with  it — perhaps.  I  should  say  the  manner  in  which  you  are 
dealt  with? 

Mr.  Wylie.  The  businessmsm's  casual  phrtise  is  "It  is  not  worth 
it."  I  think  that  contains  a  lot  of  elements. 

The  CSIS  study  I  believe  also  points  out  the  declining  profitabil- 
ity of  the  defense  sector  supplier,  lower  than  the  average  American 
business  and  decreeising.  At  some  point  you  do  get  to  an  analysis 
rationally  that  says  is  it  worth  what  I  am  investii^  in  terms  of 
what  I  get  back  on  a  real  financial  basis,  and  is  it  worth  the  head- 
ache that  goes  along  with  it. 

It  is  clear  to  me  that  there  are  a  number  of  companies  that  are 
assessing  that  and  backing  out  of  the  business.  We  and  the  compa- 
nies that  we  supply  to,  who  are  in  turn  different  suppliers,  we  see 
fewer  of  them.  Our  guess  is  over  a  decade  a  rough  number  may  be 
15  percent  fewer.  These  are  medium  sized  and  small  firms.  Many 
are  still  in  business,  but  doing  other  things. 

So  whether  it  is  the  CSIS  numbers  or  our  numbers  or  another  set 
of  numbers,  the  direction  is  pretty  clear,  and  I  don't  think  there  is 
any  argument  about  that,  and  I  don't  think  that  that  suits  us  well 
as  a  country. 

Chair  Oakar.  Mr.  Phillips. 

Mr.  Phillips.  I  would  just  like  to  say  that  a  number  of  these 
80,000  that  are  mentioned  in  the  CSIS  study  are  members  of  our 
organization.  I  have  talked  to  many  of  them. 

I  agree  that  the  regulatory  process,  the  confusion,  the  paper- 
work, and  all  of  the  other  issues  are  part  of  it.  Another  thing  that  I 
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hear  a  lot  is  that  they  feel  that  their  investment  to  prepare  a  bid,  a 
proposal,  which  takes  many  man-hours  and  money,  is  just  a  wasted 
efTort.  In  many  areas  the  market  is  structured,  giving  contracts  in 
a  field  to  a  certain  prime  contractor  who  has  a  track  record  of  sub- 
contracting a  high  percentage  of  those  subcontracts  overseas,  so 
that  some  subcontractors  feel  that  they  cannot  compete. 

So  why  even  go  to  the  trouble  of  preparing  a  bid  proposal  when 
the  chances  are  one  in  a  million  that  they  will  even  come  close  to 
being  able  to  compete.  In  some  cases  they  are  competii^  against 
government-owned  companies  in  the  other  countries.  They  don't 
have  to  mfike  a  profit.  Tliey  can  low-ball  the  bid,  and  do  frequen^, 
merely  to  get  access  to  U.S.  technology  and  data  packages  that  Au*. 
Wylie  mentioned  earlier. 

Iliere  are  many  horror  stories  from  small  companies  in  our  orga- 
nization, where  they  submitted  on  a  bid  and  provided  data  package 
and  2  years  later — and  of  course  they  lost  the  initial  bid  to  a  for- 
eign producer — 2  years  later  when  Uie  bid  is  reopened  they  find 
that  the  foreign  firm  is  submitting  a  proposal  and  data  package 
that  is  identical  to  what  they  prepared  earlier  except  that  the 
name  of  the  company  in  the  comer  of  the  drawings  has  changed.  It 
is  blatant  piracy,  but  it  is  going  on. 

Chair  Oakar.  Let  me  ask  you  one  last  question,  and  then  I  would 
like  to  certainly  hear  from  Mr.  Neal. 

Do  you  have  any  specific  comments  on  the  FSX  issue?  Does  any- 
body want  to  volunteer  any  comments? 

Mr.  Wyue.  I  would  graciously  decline  the  opportunity.  Quite 
honestly,  it  is  a  topic  of  complexity  that  I  don't  feel  equal  to,  and 
that  is  not  to  make  light  of  it  at  all.  But  I  don't  think  tiiat  I  would 
say  anything  to  you  that  is  new  news. 

Mr.  Phillips.  Last  Wednesday  I  testified  before  the  House  Armed 
Services  Investigation  Subcommittee  in  opposition  to  the  FSX  deal. 
I  filed  a  similar  statement  here  at  your  heeuings  last  month,  and 
also  filed  a  statement  in  opposition  with  the  House  Foreign  Affairs 
Committee  during  its  consideration  of  the  FSX. 

I  agree  with  some  of  the  earlier  comments  of  Mr.  Bywater  and 
Mr.  Winpisinger  that  this  is  an  outrageous  act.  I  cannot  believe 
that  it  could  be  approved  if  anyone  had  taken  the  trouble — as  we 
have  over  a  year  and  a  year — to  look  into  this  deal  through  the  ne- 
gotiating stages  and  through  the  preliminary  agreement  that  was 
reached.  Of  course  no  one  has  seen — at  least  not  the  public — the 
classified  version  of  it.  We  think  that  is  an  absolute  ridiculous  situ- 
ation. Organizations  concerned  about  the  FSX  deal  cannot  even  get 
access  to  the  agreement  because  of  a  classification  stamp  imposed 
at  the  request  of  the  Japanese.  If  this  FSX  deed  is  so  good  for  the 
United  States,  why  is  the  MOU  that  contains  the  production  de- 
tails beii^  kept  so  secret  from  the  American  public?  Why  can't  we 
look  at  it?  Why  can't  Mr.  Wylie  look  at  it  or  anyone  else  who 
doesn't  have  a  security  clesu-ance? 

If  it  is  good  for  us,  then  it  should  be  published  from  the  hustings. 
It  would  gather  support  among  the  public  and  here  in  the  Con- 
gress. 

Chair  Dakar.  Thank  you. 

Mr.  Neal. 
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Mr.  Neal  of  Massachusktts.  Thank  you,  Madam  Chair.  A  ques- 
tion  for  Mr.  Wylie. 

If  the  provisions  were  properly  structured  and  permitted  some 
tailoring,  would  an  enhanced  antitrust  immunity  assist  in  any  way 
in  rebuilding  our  industrial  base? 

It  is  a  sm^  provision,  but  I  think  it  is  significant. 

Mr.  Wyiie.  It  is  conceivable.  For  ourselves  as  a  company  the 
thing  that  we  hold  closest  to  our  heeirt  is  our  technol(^y.  Not  sur- 
prisingly, that  is  our  business.  And  yet  in  particular  cases  we  part- 
ner with  other  people,  and  I  have  got  to  believe  that  the  opportuni* 
ty  in  certain  cases  to  do  that  more  freely  lias  to  be  beneficial  for  us 
from  a  defense  standpoint.  That  is  an  intuitive  leap,  not  necessarily 
a  pragmatic  one  based  on  particular  products  of  particuliu-  situa- 
tions. 

Mr.  Neal  of  Massachusetts.  Thank  you.  Madam  Chair. 

Chair  Oakar.  I  had  one  more  question  that  I  wanted  to  ask. 

Do  you  feel,  Mr.  Wylie  and  Mr.  Phillips,  that  the  technologies 
which — let  me  ask  Mr.  Wylie  first — that  your  company  produces, 
let's  say  as  eui  example,  are  critical  to  the  defense  industrial  base 
and,  if  you  do,  why  and  what  are  the  differences  between  the  com- 
mercial and  the  defense  operations  in  your  company? 

Mr.  WvLiE.  I  will  try  to  do  it  briefly.  I  am  a  little  bit  proud  of  the 
company  I  work  for.  Our  purpose  in  life  is  to  invent  new  products 
and  convince  customers  to  buy  something  they  have  never  seen 
before  that  deUvers  a  superior  benefit  to  the  way  they  are  solving 
the  problem  compared  to  what  they  did  before. 

In  the  defense  world  our  programs  elIIow  designers  to  design  com- 
ponents of  aircraft  that  could  not  physicfdly  have  happened  any 
other  way.  Our  parts  are  invented  at  our  own  expense,  our  own 
risk,  and  without  those  the  planes  would  not  fly. 

I  am  not  talking  about  these  items.  I  eun  talkii^  about  a  number 
of  others,  and  I  think  there  are  many  companies  like  ours  out 
there  that  are  taking  exactly  those  kinds  of  risks  and  providing 
that  kind  of  technology  for  us  American  companies. 

What  is  the  difference?  I  will  highlight  one. 

These  days  programs  of  total  quality  control  are  becoming 
normal  patterns  of  operating  businesses;  that  is,  where  you  produce 
high  quality  products  and  you  have  special  relationships  with  your 
customers  as  a  result. 

By  example,  when  we  sell  to  Ford  Motor  Co.,  we  no  longer  go 
through  inspection  of  our  product  at  our  back  door,  inspection  of 
our  product  at  their  front  door.  Our  product  goes  off  of  our  assem- 
bly line  right  to  their  assembly  line.  Nothmg  stops  in  between. 
That  means  less  cost  for  them,  less  cost  for  us,  and  a  cheaper  prod- 
uct overall. 

Current  military  regulations  prohibit  that  kind  of  relationship 
between  us  and  our  primes.  We  must  be  audited  in  the  good  old- 
fashioned  way,  which  we  now  have  learned  yields  higher  costs  and 
not  necessarily  greater  quality. 

It  is  another  way  of  thinking,  but  I  think  in  the  defense  world  we 
haven't  yet  evolved  into  that  quality  of  thinking.  In  the  automotive 
world,  which  often  is  held  up  as  not  the  most  radical,  we  are  there. 
We  are  there  and  working  hard  to  get  costs  of  automobiles  down  to 
a  competitive  range,  and  it  is  working. 
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Chair  Oakar.  Is  this  a  new  phenomenon  in  terms  of  the  auditing 
regulations,  or  is  this  something  that  the  Defense  Department  has 
always  done? 

Mr.  Wyue.  It  predates  me,  to  be  sure.  My  sense  is  audits  have 
always  been  there. 

Chair  Oakar.  How  long  have  you  been  with  this  company? 

Mr.  Wyue.  Thirteen  years.  Particularly  where  you  are  dealing 
with  sole  source  suppliers,  the  customer  in  this  case  has  some  le- 
gitimate concerns  about  pricing,  cost,  that  sort  of  thing.  The  best 
way  to  deal  with  it  is  auditing. 

But  my  sense  is  that  every  time  we  have  seen  another  problem 
we  have  invented  another  layer  or  another  piece  of  paper  to  try 
and  stop  it,  and  of  course  that  process  goes  on  endlessly,  in  my 
opinion.  So  I  think  we  have  added  complexity  on  top  of  complexity 
and  I  am  not  sure  that  we  are  getting  beneHt  for  the  adrntionm 
complexity. 

Chair  Oakar.  Let  me  ask  one  last  question.  In  an  effort  to  be — 
we  really  want  to  work  out  a  bipartisan  bill  if  it  is  possible  in  con- 
junction with  the  administration,  and  I  am  told  that  manv  busi- 
nesses— and  you,  Mr.  Phillijjs,  represent  businesses  as  well,  your 
network,  and  your  organization  obviously  does,  Mr.  Wylie — many 
businesses  really  fear  now  to  deal  with  the  Defense  Department — 
any  Government  agency — because  they  feel  that  unintentionally 
they  could  do  the  wrong  thing  and  not  really  know  that  they  are 
doing  the  wrong  thing  and  get  indicted  for  thmgs,  and  so  on. 

I  am  not  so  sure  that  that  is  true  of  all  that  have  been  prosecute 
ed,  but  I  do  in  a  spirit  of  fairness — do  you  think  that  that  is  a  prob- 
lem, that  you  have  a  sort  of  underlying  fear  to  deal  with  the  Gov- 
ernment, that  you  may  somehow  unintentionally  or  nonmfdiciously 
get  into  trouble? 

Mr.  Wylie.  I  think  for  the  kind  of  compeuiies  that  Mr.  Phillips 
represents,  my  impression  in  talkii^  to  them  is  that  that  fear  is 
out  there.  For  us  the  fear  gets  translated  into  we  have  hired  a  lot 
of  people  to  take  the  fear  away.  We  run  a  more  expensive  business 
as  a  result  of  dealii^  with  the  fear,  and  I  think  we  are  on  top  of  it. 
I  think  the  hkelihood  of  us  unintentionally  committii^  an  error  is 
low  as  a  result,  but  it  has  cost  us  a  fair  amount  of  money. 

The  small  business  I  am  not  at  all  sure  has  the  capacity  to  do 
that  nor  necessarily  the  knowledge  in  every  case  as  to  when  to  go 
do  something  preventatively. 

Mr.  Phhjjps.  I  think  what  we  see  is  the  smaller  business — the 
rule  of  thumb — the  more  fragile  its  economic  and  competitive  posi- 
tion, the  more  likely  it  is  going  to  be  the  victim  of  foreign  predato- 
ry pricing  practices  and  other  anti-competitive  actions  that  are 
being  taken  against  them,  and  the  more  defensive  they  feel  that 
they  have  to  become. 

One  of  our  members  is  greatly  concerned  by  the  behavior  of  one 
of  the  quality  control  inspectors  in  his  plzuit.  This  inspector  is 
beii^  overly  harsh,  rejecting  a  high  percentage  of  the  output  per 
day  because  he  is  perhaps  attempting  extortion.  He  loses  either 
way.  If  he  should  foolishly  attempt  to  bribe  the  inspector,  he  is  sub- 
ject to  criminal  action.  If  he  does  not,  he  may  have  30  or  40  percent 
of  his  production  rejected.  So  he  wonders  what  he  can  do  about  it. 

Chair  Oakar.  Why  doesn't  he  report  that  inspector? 


,y  Google 


Mr.  PmLUPS.  He  has  reported  him  to  the  supervisor  and  nothing 
has  happened.  He  has  written  his  Congressman  and  nothing  has 
happened.  He  has  written  his  Senator  and  nothing  has  happened. 
It  goes  on.  The  inspector  is  still  in  his  plant  and  maybe  even  being 
a  little  tougher.  So  this  is  the  kind  of  problem  that  small  businesB- 
es  deal  with  on  a  daily  basis. 

Chair  Oakar.  Let  me  backtrack  a  minute.  You  are  telling  me 
that  this  businessman  knows  that  a  quality  control  inspector  is  on 
the  take — I  am  just  putting  it  in  ^e  vernacular — and  that  he 
cannot  get  any — even  though  he  has  told 

Mr.  ftinjjps.  He  doesn't  have  the  proof,  Msidam  Chair.  That  is 
the  problem.  It  has  never  been  that  overt.  But  he  strongly  suspects 
that  the  price  of  having  30  or  40  percent  of  his  production  rejected, 
reduced  to  the  normal  6  to  8  percent  (before  this  inspector  took  this 
job)  would  be  a  payoff.  He  doesn't  want  to  cross  that  threshold.  His 
profit  margin  is  obviously  shrinking.  I  doubt  that  he  will  bid  on  the 
next  contract  for  that  defense  product.  Why  should  he?  He  is  losing 
money  on  it. 

Chair  Oakar.  But  you  are  tetlit^  the  committee  that  from  his 
point  of  view  the  30  to  40  percent  of  items  rejected  are  in  fact 
viable  items  and  as  good  as  any  other  item  that — but  that  that  is  a 
form  of  harassment  until  he  suggests  that 

Mr.  Phuxips.  He  says  there  is  no  one  he  can  go  to.  It  is  tike  the 
IRS.  They  police  themselves  unless  you  go  into  the  Tax  Court. 

Chair  Oakar.  Is  there  some  way  ^ere  could  be  a  procedure? 

I  think  this  committee  is  interested  in  that,  in  looking  into  that. 
If  you  can  give  us  some  ideas,  we  will  look  into  that.  I  would  think 
that  we  would  not  want  that  kind  of  an  individual  to  work  for  the 
Government.  We  have  the  whistleblower  l^islation,  and  so  on,  and 
sometime  people  don't  like  it,  but  as  somebody  co-sponsored  it  early 
on,  I  feel — and  the  committee  reported  it  out.  It  would  be  on  the 
Post  Office  Committee  in  reporting  that  out— I  think  we  should  do 
that. 

On  the  other  hand,  if  the  man  is  conscientiously  doii^  his  job  in- 
specting and  rejects  30  out  of  necessity,  then  you  cannot  fault  him 
either.  But  I  know  what  you  are  talking  about.  When  I  was  a  city 
councUwoman  in  Cleveland,  I  remember  we  used  to  try  to  get 
people  to  fix  up  their  homes  in  the  neighborhood  which  I  repre- 
sented, imd  we  found  that  there  were  a  couple  of  housing  inspec- 
tors that  just  harfissed — edl  of  the  people  that  were  trying  to  re- 
store their  property  they  would  harass.  The  slum  landlords  had 
never  even  been  cited. 

We  couldn't  figure  out — I  couldn't  figure  out  what  was  going  on, 
and  it  was  this  nickel  and  dime,  sort  of  petty  suggestion.  You  could 
never  get  them  to  say,  listen,  give  me  $100  bucks  once  or  twice  a 
month  and  I  will  leave  you  alone  during  the  course  of  your  restora- 
tion, and  finally  we  were  able  to  pin  it  down  and  that  person  was 
dealt  with. 

But  it  does  unfortunately  happen,  and  I  am  sure  those  instances 
are  few  and  far  between.  But  we  would  not  like  to  think  that  it  is  a 
problem  that  permeates  any  kind  of  inspection  process.  Inspectors 
are  there  to  inspect  the  quality  of  the  products,  no  more,  no  less, 
and  if  the  salaries  of  the  employees  Eire  a  problem,  which  they  are 
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very  often  In  Federal  civil  servants'  jobs,  but  then  we  ought  to  deal 
with  that  question. 

We  would  like  to  confidentially  know  about  that  incident  or  any 
other  incident.  It  is  not  to  suggest  by  any  stretch  of  the  imagina- 
tion that  inspectors  are  wholesale  bilking  anybody  or  trying  to. 

But  is  there  anything  either  of  you  would  like  to  add  to  the  testi- 
mony? 

Mr.  pHiLUPS.  I  thank  you  for  your  patience,  Madam  Chair. 

We  think  that  this  legislation  is  extremely  important.  Of  course, 
the  Defense  Production  Act  expires  on  September  30.  There  is  not 
a  lot  of  time  between  now  and  then,  and  I  am  concerned  that  we 
have  sufficient  time  to  get  a  good  bill  reported,  passed  and  sent  to 
the  Senate  before  the  August  recess. 

Chair  Oakar.  We  are  concerned,  too,  and  we  have  been  working 
on  this  since  the  last  session.  We  have  had  a  good  series  of  hear- 
ings, and  we  are  leading  up  to  having  a  markup.  We  think  it  is  a 
very  serious  topic,  and  we  want  to  make  sure  that  we  hear  irom  all 
segments  of  the  community. 

Thank  you  both. 

Mr.  WyUe. 

Mr.  Wylie.  Thank  you,  Madam  Chair,  for  allowing  me  to  appear. 

Cheiir  Oajkar.  Thank  you. 

The  subcommittee  is  adjourned,  subject  to  the  call  of  the  Chair, 
and  I  would  like  to  Eigain  repeat  that  tomorrow's  hearing  will  be 
canceled,  but  we  will  be  holding  that  right  after  the  recess  post 
haste. 

Thank  you  all  very  much. 

The  committee  is  adjourned. 

[Whereupon,  at  12:37  p.m.,  the  hearing  was  adjourned,  subject  to 
thecall  of  the  Chair.] 
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THE  DEFENSE  PRODUCTION  ACT  AMENDMENTS 
OF  1989 


Tuesday,  June  20,  1989 

House  of  Representatives, 
Subcommittee  on  Economic  Stabilization, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington.  DC 

The  subcommittee  met,  pursuant  to  call,  at  10:05  a.m.,  in  room 
2128,  Raybum  House  OfHce  Building,  Hon.  Mary  Rose  Oakar 
[chair  of  the  subcommittee]  presiding. 

Present:  Chairwoman  Oakar  and  Representative  Gillmor. 

Chair  Oakar.  The  subcommittee  will  come  to  order. 

Today's  hearing  of  the  Subcommittee  on  Economic  Stabilization 
m^  be  the  final  public  hearing  currently  planned  for  testimony  on 
H.R.  486,  the  Defense  Production  Act  Amendments  of  1989. 

Altogether,  including  today's  session,  we  have  conducted  20  hear- 
ings, received  testimony  from  68  witnesses  since  we  began  our  ex- 
amination in  the  last  session  of  the  current  health  of  the  United 
States  defense  industrial  base. 

Very  candidly,  the  picture  emerging  is  not  a  pleasant  or  reassur- 
ing one. 

All  experts  from  Government,  industry,  labor,  and  interested 
public  organizations  agreed  that  the  U.S.  defense  industrial  base  is 
eroding.  Our  defense  industrial  preparedness  needs  major  surgery 
and  the  operation  is  long  overdue. 

I  think  it  is  fair  to  say  that  most  Americans  go  to  bod  at  night 
confident  that  our  national  defense  is  strong  and  ready  to  meet  any 
challenge.  That  is  only  partially  true,  despite  our  $300  billion  de- 
fense budget. 

We  can  spring  into  action  quickly  and  hit  the  ground  fighting 
almost  anywhere  in  the  world  within  a  few  days.  But  we  cannot 
sustain  our  sons  and  daughters  in  battle  beyond  2  or  3  months  of 
conventional  warfare  without  running  out  of  vital  supplies  and 
weapons. 

I  find  that  diMcult  to  expleun  to  the  people  of  my  district,  which 
is  a  great  industrial  center,  nor  do  I  find  it  easy  to  explain  to  the 
people  of  this  country. 

Only  late  last  summer,  the  long-awaited  Costello  report  by  the 
Department  of  Defense  was  finally  issued.  I  was  shocked  and  dis- 
mayed by  what  I  read  on  page  47  of  that  report. 

It  said^  "The  Department  of  Defense  does  not  know  the  extent 

which  foreign-sourced  parts  and  components  are  incorporated  in 

the  weapons  systems  it  eicquires.  There  is  no  systematic,  estab- 
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lished  means  to  identify  foreign-sourced  parts  and  components  and, 
hence,  no  way  to  determine  the  extent  of  foreign  dependency  or 
vulnerabilities . ' ' 

The  Pentagon  reiwrt  went  on  to  warn  that,  "In  a  nationed  emer- 
gency, the  consequences  of  extensive  dependence  on  foreign  sources 
could  be  extreme." 

I  deeply  believe  this  one  finding  alone  by  our  own  Defense  De- 
partment justifies  fully  the  legislation  we  have  before  us. 

We  have  three  administration  witnesses  before  us  today  and  they 
have  some  very  detailed  testimony  to  present,  most  of  it  in  opposi- 
tion of  H.R.  486. 

My  only  wish  is  that  they  CEm  focus  at  some  point  on  the  critical 
issue  of  sustainability  of  our  forces  in  combat  and  what  the  real 
danger  of  too  much  foreign  dependency  emd  vulnerability  might 
meem  to  the  national  security  of  the  United  States  of  America. 

This  is  not  a  trade  issue.  This  is  a  national  security  issue  Eind 
this  is  why  we  are  so  intent  on  doing  something  about  it. 

We  would  like  to  do  it  in  conjunction  with  the  administration 
based  on  their  own  findings,  but  somehow  along  the  line  we  are 
certainly  going  to  exercise  the  power  of  this  committee. 

We  are  delighted  to  note  that  on  the  Senate  side  there  seems  to 
be  interest  in  the  same  avenues,  led  by  individuals  such  as  Senator 
Dixon  of  Illinois  and  others. 

So  this  is  a  critical  issue  and  I  would  hope  that  somewhere  along 
the  line  we  can  work  with  the  administration  on  this  issue. 

We  have  a  tremendous  responsibility  in  this  subcommittee  and 
we  are  not  going  to  shirk  our  responsibility  on  this  issue. 

Our  panel,  on  behalf  of  the  administration,  is  made  up  of  Mr. 
George  Woloshyn,  Associate  Director  of  the  National  Preparedness 
Directorate,  FEMA;  Mr.  Richard  E.  Donnelly,  Assistant  Deputy 
Under  Secretary  of  Defense,  Manufacturing  and  Industries  Pro- 
grams, Department  of  Defense;  and  Ms.  Joan  McEntee,  Deputy  Un- 
dersecretary for  the  Department  of  Commerce. 

George,  if  you  would  like  to  begin. 

STATEMENT  OF  GEORGE  WOLOSHYN,  A^OCIATE  DIRECTOR,  NA- 
TIONAL PREPAREDNESS  DIRECTORATE,  FEDERAL  EMERGEN- 
CY MANAGEMENT  AGENCY 

Mr.  Woloshyn.  Thank  you  very  much.  Madam  Chair  and  mem- 
bers of  the  subcommittee. 

We  have  already  submitted  our  statement  for  the  record  luid  I 
will  summarize  the  statement. 

I  am  pleased  to  represent  the  Federal  Emei^ency  Manetgement 
Agency  in  discussii^  H.R.  486,  the  Defense  Production  Act  Amend- 
ments of  1989. 

As  the  Associate  Director  for  National  Preparedness,  I  am  re- 
sponsible for  the  development  and  coordination  of  concepts,  plana 
and  prc^ams  for  managing  the  Nation's  resources  in  a  national  se- 
curity emergency,  including  coordination  of  mobilization  activities 
.  of  civiUan  departments  and  agencies. 

The  authority  for  these  functions  originates  in  the  National  Se- 
curity Act  of  1947  and  the  Defense  Production  Act  of  1950. 
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Executive  Order  10480,  which  implements  the  Defense  Produc- 
tion Act  and  Executive  Order  12656  speciHcfdly  chai^  FEMA  with 
the  responsibility  for  coordinating  mobilization  activities. 

The  Defense  Production  Act  is  the  major  statute  for  mobilization 
readiness. 

As  you  know,  the  non-permanent  provisions  of  the  DPA  will 
expire  on  September  30.  The  administration  views  the  possibility  of 
such  expiration  as  disruptive  to  ongoing  prt^rams  such  as  the  De- 
fense Priorities  and  Allocations  System  Under  Title  I;  Purchases, 
Purchase  Commitments  and  Other  Activities  Under  Title  III;  and 
the  National  Defense  Executive  Reserve  Prt^ram  Under  Title  VII, 
which  utilizes  industry  executives. 

The  DPA  also  authorizes  other  mobilization  planning  emd  pro- 
grams that  are  critical  to  nationfil  defense. 

The  expiration  of  the  primary  authority  for  mobilization  pre- 
paredness will  undermine  ongoing  efforts  in  these  areas  and  will 
send  unintended  signeds  to  our  potential  adversaries. 

The  existing  authorities  of  the  Defense  Production  Act  should  be 
strengthened  in  order  to  more  effectively  meet  mobilization  re- 
quirements. 

I  have  attached  a  copy  of  the  administration's  bill  to  my  testimo- 
ny. We  feel  that  this  bill  would  enhance  our  national  security  pre- 
paredness and  with  your  permission,  Madam  Chair,  I  would  like  to 
submit  it  for  the  record. 

Chair  Oakar.  Without  objection,  so  ordered. 

Mr.  WoLOSHYN.  The  proposed  amendments  would: 

Permanently  extend  the  non-permanent  provisions  of  the  De- 
fense Production  Act  to  avoid  costly  disruptions  to  these  important 
activities; 

Introduce  the  concept  of  "graduated  mobilization  response"  into 
the  declaration  of  policy.  Current  mobilization  planning  incorpo- 
rates this  concept  which  provides  for  a  graduated  response  to  early 
warning  indicators  to  ensure  the  timely  availability  of  adequate  in- 
dustrial production  and  resources  for  national  defense  require- 
ments; 

Permit  the  continued  use  of  title  III  authorities  to  expand  domes- 
tic capacity  of  strategic  and  critical  materials  and  the  industrial 
base,  Eunong  other  purposes; 

Strengthen  the  Executive  Reserve  Program  by  providing  limited 
protection  from  the  Federal  conflict  of  interest  and  antitrust  laws; 
and 

Repeal  the  prohibition  against  international  voluntary  agree- 
ments. International  voluntary  agreements  should  be  authorized 
under  the  Defense  Production  Act  so  that  the  United  States  is  able 
to  meet  its  treaty  obligations  to  other  NATO  countries  and  to 
strengthen  other  energy  and  shippii^  programs. 

Repeal  the  section  309  requirement  for  an  annual  report  on  off- 
sets. 

There  are  other  proposed  technical  amendments  to  the  Defense 
Production  Act  which  have  merit.  1  hope  that  the  subcommittee 
will  favorably  consider  this  initiative. 

Turning  to  H.R.  486,  the  Defense  Production  Act  Amendments  of 
1989,  the  administration  opposes  this  bill. 
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Title  I  of  the  bill  restricts  defense  procurement  to  U.S.  sources 
until  a  necessary  and  adequate  mobilization  base  has  been 
achieved  to  the  maximum  extent  practicable  for  producing  all  ma- 
terials and  related  services  needed  for  the  national  defense. 

We  believe  that  this  is  an  unrealistic  expectation,  given  the  cur^ 
rent  worldwide  trend  toward  an  interdependent  global  economy. 

Excessive  reliance  on  foreign  sources  is  clearly  not  in  our  nation- 
al security  interests  but,  a  careful  balance  must  be  struck  betwerai 
excessive  reliance  on  foreign  sources  and  undue  Government  inter^ 
vention  in  the  marketplace. 

We  defer  to  the  Departments  of  Defense  and  Commerce  on  the 
merits  of  the  specific  sections  of  title  I,  because  they  are  the  pri- 
mary agencies  responsible  for  defense  procurement  and  the  indus- 
tried  base. 

A  sectional  analysis  of  title  I  of  H.R.  486  is  attached  to  my  testi- 
mony and  with  your  permission,  I  would  like  to  enter  it  into  the 
record. 

Chair  Oakah.  Without  objection,  so  ordered. 

Mr.  WoLOSHTN.  In  conclusion,  Madzmi  Chair  and  members  of  tha 
subcommittee,  the  Federal  Emergency  Management  Agency,  on 
behalf  of  the  adminiBtration,  strongly  recommends  permement  ex- 
tension of  the  Defense  Production  Act  of  1950,  together  with  the 
amendments  attached  to  this  statement. 

That  concludes  my  prepared  remarks  and  I  will  be  pleased  to  re- 
spond to  your  questions. 

Thank  you. 

Chair  Oakar.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Woloshyn  can  be  found  in  the 
appendix.] 

Chair  Oakah.  Mr.  Donnelly. 

STATEMENT  OF  RICHAIU)  E.  DONNELLY,  ASSISTANT  DEPUTY 
UNDER  SECRETARY  FOR  MANUFACTURING  AND  INDUSTRIAL 
PROGRAMS 

Mr.  DoNNELLV.  Good  morning.  Madam  Chair  and  members  of  the 
subcommittee. 

I  have  a  rather  lei^hy  statement  that  I  would  like  to  summa- 
rize. 

I  am  pleased  to  appear  before  this  subcommittee  to  discuss  the 
importance  of  the  Defense  Production  Act  in  support  of  IX)D'b  ef- 
forts to  improve  the  competitiveness  and  responsiveness  of  the  de- 
fense industried  base. 

I  have  submitted  a  detailed  statement  for  the  record  which 
covers  four  subjects. 

First,  it  describes  the  importance  of  the  current  authorities  of 
the  DPA  and  how  we  are  using  them. 

Second,  it  presents  a  progress  report  on  ongoing  DOD  activities 
to  improve  U.S.  industrial  competitiveness. 

Next,  it  provides  a  few  comments  on  the  specific  l^pslation  beii% 
considered  by  this  subcommittee,  H.R.  486. 

Finally,  it  describes  the  DPA  amendments  the  administration  is 
seeking.  I  will  give  just  a  brief  summary  of  this  statement. 
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I  would  like  to  begin  by  noting  my  appreciation  for  this  subcom- 
mittee's continuing  interest  in  this  critically  important  subject. 

While  we  may  not  always  agree,  your  urgii^^  have  clearly 
moved  us  alot^. 

Your  support  for  funding  under  title  III  and  for  maintaining  a 
strong  industrieil  base  program  has  been  important  in  helpii^  us 
make  the  prepress  we  have  made  and  your  continuing  support  will 
be  equally  helpful  in  the  future. 

As  my  prepared  statement  notes,  the  DPA  provides  vital  authori- 
ties for  our  industrial  preparedness  programs  and  for  our  day-to- 
day management  and  schedulmg  of  acquisition  programs. 

The  declaration  of  policy,  title  I,  and  section  708  are  especially 
important  in  this  regard. 

It  also  contains  key  authorities  for  our  ongoing  efforts  to  revital- 
ize the  industrifil  base  and  improve  the  competitiveness  of  defense- 
related  industries. 

The  importance  of  these  existing  authorities  makes  it  absolutely 
critical  to  extend  the  current  authorities  of  the  DPA. 

In  the  area  of  bolstering  industrial  competitiveness,  I  think  it  is 
especially  important  to  note  our  activities  under  title  m  of  the 
DPA. 

My  prepared  statement  provides  a  status  report  on  the  title  HI 
program. 

A  number  of  important  projects  to  establish  domestic  production 
capacity  for  critical  materials  have  been  approved  and  funded 
under  title  III. 

The  title  III  program  plays  an  essential  part  in  the  range  of  pro- 
grams DOD  has  initiated  to  bolster  industrial  competitiveness. 

My  prepared  statement  also  gives  a  status  report  on  DOD's  other 
activities  to  improve  the  competitiveness  of  defense  industries. 

These  include  a  number  of  initiatives  to  implement  the  Under 
Secretary's  Bolstering  Defense  Industrial  Competitiveness  report, 
and  I  was  delighted  to  hear  you  mention  it  in  your  opening  state- 
ment. We  are  taking  that  report  seriously. 

There  is  some  progress  being  made,  and  some  things  we  need  to 
doyet. 

'The  foreign  sourcing  issue  is  a  very  serious  matter  and  it  is  im- 
portant for  us  to  understand  when  you  cross  over  the  threshold  of 
foreign  sourcing  and  enter  the  world  of  foreign  dependency. 

It  is  a  difficult  problem  for  us  and  we  are  continuing  to  work  on 
it. 

That  is  one  of  the  reasons  why  we  need  to  improve  our  visibility 
into  the  basic  underpinnings  of  the  industrial  base,  the  vendors 
and  suppliers. 

The  title  III  prc^ram  plays  an  essential  part  in  the  range  of  pro- 
grams DOD  has  initiated. 

Several  initiatives  to  increase  the  visibility  of  industrial  base 
issues  in  the  acquisition  process  are  ongoing.  Our  ongoing  efforts 
include  improving  our  dato  capabilities  of  several  programs  specifi- 
cally directed  at  developing  improved  manufacturing  techniques  or 
improving  the  capabilities  of  specific  sectors. 

We  believe  that  DOD  has  developed  a  coherent  and  effective  pro- 
gram to  bolster  the  competitiveness  of  the  U.S.  defense  industrial 
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This  program  has  as  its  purpose  the  development  of  firstclass  do- 
mestic manufacturing  capabilities. 

Only  by  doing  this  can  we  ensure  DOD  continued  access  to  the 
most  advanced  technologies  and  production  capabilities. 

DOD  recognizes  the  risk  to  our  national  security  of  excessive  reli- 
ance on  offshore  sources  for  high-technoI(^y  production  capabilities 
and  is  working  to  reduce  this  risk. 

The  DPA,  as  currently  written,  is  an  important  part  of  the  au- 
thority base  for  this  pn^am. 

As  my  prepared  statement  suggests,  we  believe  that  the  proposed 
legislation,  while  conceived  with  good  int«nt,  is  not  likely  to  be  ef- 
fective. 

It  does  not  reauthorize  the  DPA  and  would  cut  us  off  from  non- 
domestic  advanced  technologies  without  necessarily  ensuring  the 
domestic  availability  of  similar  capabilities.  We  would,  in  essence, 
be  timitii^  ourselves  to  whatever  capabilities  U.S.  industry  offered. 

In  addition,  as  Dr.  Rauner  explained  in  his  statement,  we  have 
major  problems  with  title  II  of  H.R.  486, 

The  administration  is  requesting  several  DPA  amendments 

Chair  Oakar.  What  are  those  major  problems? 

Mr.  Donnelly.  I  will  have  to  provide  those  for  the  record.  I  am 
not  an  expert  on  title  II. 

We  will  provide  those  for  you,  ma'am. 

[The  information  regarding  problems  with  title  II  of  H.R.  486  can 
be  found  in  the  appendix.] 

Mr.  Donnelly.  The  administration  is  requestii^  several  DPA 
amendments  that  we  believe  make  our  industrifd  base  program 
more  effective. 

These  amendments  provide  long-term  stability  for  the  title  III 
pr<^£un  Emd  improve  our  preparedness  planning  capability  for 
energy  and  other  national  security  emei^encies. 

We  would  urge  your  subcommittee's  attention  to  these  proposed 
amendments. 

In  closing,  I  would  like  to  thank  you  for  this  opportunity  to  dis- 
cuss our  industrial  base  program  and  I  hope  to  continue  to  work 
closely  with  you  and  the  members  of  your  staff  on  these  important 
issues. 

Thank  you  very  much. 

Chair  Oakar.  Themk  you. 

[The  prepared  statement  of  Mr.  Donnelly  can  be  found  in  the  ap- 
pendix.] 

Chair  Oakar.  Ms.  McEntee,  thank  you  for  coming. 

STATEMENT  OF  JOAN  McENTEE,  DEPUTY  UNDER  SECRETARY. 
DEPARTMENT  OP  COMMERCE 

Ms.  McEntee.  Madam  Chair  and  members  of  the  subcommittee, 
I  am  pleased  to  appear  before  you  today  to  present  the  Depart- 
ment's views  on  the  proposed  Defense  Production  Act  Amendments 
of  1989,  H.R.  486. 

I  have  a  prepared  statement  which  discusses  in  detail  the  impor- 
tance of  the  Defense  Production  Act  to  our  national  security,  Com- 
merce's prt^ams  under  the  Act,  and  our  comments  on  your  bill, 
H.R.  486. 
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With  your  permission,  I  wUl  summarize  my  prepared  remarks 
find  submit  my  statement  for  the  record. 

Chair  Oakab.  Without  objection. 

Ms.  McEntee.  The  importance  of  the  Defense  Production  Act 
and  the  defense  industrial  base  to  our  national  security  cannot  be 
overemphasized. 

The  Act  provides  the  principal  authority  for  the  support  of 
peacetime  defense  production. 

It  allows  us  to  engage  in  industrial  mobilization  and  emergency 
preparedness  plannii^  and,  if  necessary,  to  mobilize  industry  in  a 
national  security  emergency. 

It  also  serves  as  a  key  element  in  our  efforts  to  preserve  the  Na- 
tion's technolt^cally-critical  defense  manufacturing  capabilities. 

Let's  focus  for  a  minute  on  the  importance  of  one  part  of  the 
DPA,  Title  I's  authority  to  establish  production  priorities  and  allo- 
cations for  critical  defense  needs. 

In  May  1988,  for  example,  one  of  two  plants  producii^  ammoni- 
um perchlorate  exploded,  cuttii^  in  half  our  production  capacity  of 
this  chemical. 

AP,  as  we  call  it,  is  a  primary  component  in  solid  rocket  fuel  and 
is  critical  to  both  our  national  defense  and  space  efforts. 

Under  title  I  of  the  Defense  Production  Act,  we  have  directed  the 
remaining  manufacturer  to  produce  AP  to  meet  our  most  critical 
defense  and  space  requirements. 

It  is  through  the  DPA  authority  that  we  can  continue  to  ensure 
that  AP  will  be  available  for  NASA's  space  shuttle,  the  Air  Force 
Titan  and  Delta  rockets  and  the  Navy's  Trident  missile  programs. 

In  addition,  we  are  using  the  title  I  authority  to  support  con- 
struction of  a  new  AP  facility  to  quickly  restore  full  U.S.  capacity. 

Commerce's  action  in  this  situation  would  not  be  possible  with- 
out the  Act's  authority.  It  is  critical  that  this  authority  be  ex- 
tended. 

One  of  the  greatest  challenges  facii^  our  Nation  today  is  the 
need  to  balance  the  requirement  for  a  strong  and  self-sufficient  de- 
fense industrial  base  against  the  need  for  the  U.S.  to  compete  and 
cooperate  in  the  world  marketplace. 

We  fully  share  the  committee's  concerns.  We  must  guard  against 
the  erosion  of  our  defense  industrial  base,  and  ensure  that  our  de- 
fense producers  are  supported  by  a  coordinated  U.S.  policy  which 
allows  them  to  remain  strong  and  competitive  in  the  world  market- 
place. 

However,  we  do  not  believe  that  H.R.  486  is  an  appropriate  way 
to  address  this  challenge. 

In  our  view,  the  H.R.  486  requirement  for  domestic  production  of 
all  components  of  existing  and  proposed  U.S.  weapons  systems 
within  5  years  would  establish  a  policy  which  would  be  impossible 
to  implement  in  the  prevailing  interdependent  world  economy. 

In  addition,  it  could  ultHnately  damage  U.S.  competitiveness  in 
export  markets. 

Furthermore,  in  view  of  U.S.  defense  budget  reductions,  this  re- 
quirement would  be  neither  economically  practical  nor  feasible. 

We  also  believe  the  proposed  domestic  sourcing  requirement 
could  seriously  impact  cooperation  with  our  allies. 
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If  implemented,  the  requirement  could  discourage  other  coun- 
tries from  procuring  U.S.  weapons  systems  and  components  and  en- 
courEige  them  to  buUd  up  their  own  defense  industries. 

This  could  have  a  negative  effect  on  our  balance  of  defense  trade 
and  contribute  to  the  erosion  of  our  industrial  competitiveness. 

Finally,  because  defense-related  production  comprises  only  a 
small  percentage  of  the  business  of  most  defense  industrial  base 
firms,  we  cannot  preserve  critical  defense-related  industries  by  fo- 
cusii^  only  on  the  small  portion  of  production  that  is  defense-relat- 
ed. 

The  administration  also  has  concerns  with  respect  to  the  "eco- 
nomic adjustment"  provisions  proposed  in  H.R.  486. 

We  are  sensitive  to  the  need  to  deal  with  the  regional  worker  dis- 
locations that  can  result  from  defense  plfmt  closings. 

We  do  not  believe,  however,  that  the  economic  adjustment  pro- 
posed embodied  in  H.R.  486  is  an  appropriate  way  to  deal  with  such 
a  complex  and  difficult  issue. 

We  believe  that  these  provisions  would  be  detrimental  to  admin- 
istration attempts  to  reduce  and  rationalize  the  U.S.  d^ense 
budget. 

We  also  believe  that  the  issues  addressed  by  the  economic  adjust- 
ment proposal  extend  far  beyond  the  purview  of  the  Defense  Pro- 
duction Act,  and  might  be  better  addressed  through  separate  l^jis- 
lation. 

The  administration  has  proposed  that  the  Defense  Production 
Act  be  extended  with  certain  technical  changes. 

We  are  concerned  that  debate  over  s^ificant  amendments  to 
this  authority,  especially  in  view  of  the  administration's  opposition 
to  H.R.  486,  may  well  extend  beyond  the  September  30  expiration 
date. 

Any  lapse  of  the  Act  would  significantly  impeiir  our  ability  to 
support  critical  defense  needs  and  the  defense  industrial  base. 

■riie  example  I  used  of  how  the  DPA  is  currently  functioning  to 
sustain  the  Nation's  space  launch  e^orts  demonstrates  how  impor- 
tant the  DPA  authorities  are  to  maintaining  critical  defense  pro- 
duction programs. 

It  is  absolutely  essentieil  that  the  Defense  Production  Act  au- 
thorities remain  continually  in  place  so  that  we  can  effectively  re- 
spond to  defense  production  problems. 

In  summary,  we  believe  that  current  DPA  programs,  alo^  with 
other  related  authorities,  offer  enough  flexibility  for  us  to  effective- 
ly support  defense  production  and  protect  our  defense  industrial 
base. 

Madam  Chair,  attempting  to  specifically  respond  to  your  opening 
statement  regarding  erosion  of  the  industrifd  base,  I  would  also 
like  to  mention  several  proactive  efforts  by  this  administration, 
namely  my  Department,  to  halt  this  erosion. 

In  particular,  Secretary  Mosbacher's  leadership  role  in  adding 
clarifications  to  the  FSX  co-production  agreement  with  Japan  is  a 
clear  example  of  the  Department's  commitment  that  defense  indus- 
trial bfise  issues  should  be  a  primary  focus  of  the  Government's  na- 
tional security  and  economic  programs. 

Among  the  Department's  other  responsibilities  are  the  following 
programs,  all  of  which  are  designed  to  proactively  limit  potential 
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national  security  threats:  conducting  section  232  investigations  of 
the  impact  of  imports  on  national  security,  monitoring  the  impact 
of  foreign  investment  in  defense-related  industries,  assessing  the 
impact  of  the  industrial  base  of  DOD  memoremda  of  understanding 
with  various  fore^  governments;  and  finally,  providing  priority 
access  for  defense-critical  projects  to  products  in  short  supply. 

We  are  dedicated  to  continuing  to  work  hard  to  limit  the  erosion 
of  the  U.S.  defense  bfise,  and  to  avoid  an  overdependence  on  for- 
eign sources  for  key  defense  systems. 

We  recognize  and  share  your  concern,  the  future  of  our  defense 
industrial  base,  and  look  forward  to  working  with  you  to  develop 
appropriate  measures  required  to  ensure  its  vitality. 

This  concludes  my  statement.  I  will  be  happy  to  answer  any 
questions  you  might  have. 

[The  prepared  statement  of  Ms.  McEntee  can  be  found  in  the  ap- 
pendix.] 

Chfiir  Oakar.  Thank  you  very  much,  and  thank  you  all  for  being 
here, 

Mr.  Secretary,  As  you  know,  all  the  amendments  that  we  have 
added  to  the  Defense  Production  Act  pretty  much  lead  to  the  whole 
question  of  memoranda  of  understanding — especifilly  these  secret 
agreements  that  are  classified  in  many  ways.  In  many  ways  most 
of  the  amendments  deal  with  this  issue  head  on,  and  you  men- 
tioned, Ms.  McEntee,  the  FSX  issue,  which  was  somewhat  contro- 
versial. I  don't  think  the  public  was  made  aware  of  it  until  the  ad- 
ministration attempted,  I  think  to  its  credit,  to  improve  it,  and  I 
think  it  is  still  going  to  be  a  very  controversial  activity.  How  many 
memoranda  of  understanding  would  you  say  we  have  signed  in  the 
last  5  years,  do  you  have  any  idea? 

Mr.  Donnelly.  No.  Maybe  Mb.  McEntee  would  have  more  infor- 
mation on  that.  I  can  tell  you  that,  perhaps  of  more  interest  to  you, 
there  are  a  number  of  them  underway  at  the  present  time,  maybe 
20  to  30,  on  which  we  are  working  very  closely  with  the  Depart- 
ment of  Commerce  to  make  sure  that  we  have  an  industrial  base 
assessment  or  an  assessment  on  our  infrastructure  as  the  result  of 
entering  into  those  MOUs, 

Chair  Oakar.  You  are  working  on  20  to  30.  Can  I  ask  you  what 
countries  they  are  with? 

Mr.  Donnelly.  I  have  a  short  list  with  me.  It  will  not  be  a  com- 
prehensive list. 

Ms.  McEntee.  I  was  informed  by  my  staff  that  probably  approxi- 
mately 500. 

Chmr  Oakar.  Five-hundred  memoranda  of  understanding,  much 
of  which  the  American  people  will  never  know  the  content  erf  be- 
cause most  are  classified.  And  well  it  should  be  perhaps,  but  the 
fact  is  that  we  have  no  way  of  knowing  in  examining  those  kinds  of 
memoranda  as  well  in  the  open  for  the  sake  of  knowing  whether  or 
not  this  erodes  the  industrial  base  relative  to  our  national  security. 
What  Asian  countries  have  we  s^ned  memoranda  with  or  Eire  we 
thinking  of  signing  memoranda  of  understanding  with?  Cmi  you 
name  any  of  those  countries? 

Ms.  McEntee.  I  believe  principally  Japan  and  Korea  are  the 
countries  that  we  are  lookii^  at  and  have  in  fact  signed  an  agree- 
ment. 


,y  Google 


106 

Chair  Oakar.  Japan  and  Korea.  Any  with  Mainland  China? 
Were  you  planning  on  any  for  those? 

Ms.  McEntee.  Not  that  we  are  aware  of. 

Mr.  Donnelly.  There  may  be  memoranda  of  agreezaenta,  but 
probably  not  for  manufacture  of  weapon  systems.  We  have  agree- 
ments with  allies  and  trading  partners  for  a  number  of  reasons, 
mutual  defense  treaties,  but  I  think  you  are  talking  more  about  the 
impact  on  industry. 

Chair  Oakar.  Whatever  you  would  like  to  contribute  in  terms  of 
our  knowledge  in  that  area  would  be  helpful. 

Mr.  Donnelly.  I  knew  if  we  waited  long  enough  we  would  have 
some  answers  here.  We  have  reciprocal  MOUs  with  19  countries: 
Belgium,  Denmark,  Germany,  Italy,  Netherlands,  Portugal, 
Turkey,  Canada,  France,  Greece,  Luxembourg,  Norway,  Spain  and 
the  United  Kingdom.  Two  additional  countries  were  an  outgrowth 
of  the  Camp  David  Peace  Accord,  Egypt  and  Israel.  Three  other 
countries  with  which  we  have  extensive  dealings  in  defense  trade 
are  Switzerland,  Australia  and  Sweden,  We  are  currently  working 
with  the  nations  of  Korea  and  Japan. 

Chair  Oakar.  Korea  and  Japan — are  those  for  parts,  or  are  those 
for  {ighters,  as  the  FSX  was,  or  what  are  they  for? 

Mr.  Donnelly.  I  understand  that  there  are  two  weapons  beii^ 
considered  for  Korea,  one  is  an  aircraft,  and  the  other  is  a  helicop- 
ter. 

Chair  Oakar.  Is  it  impossible  to  build  those  things  in  our  coun- 
try? 

Mr.  Donnelly.  It  is  possible  to  build  them  in  our  country. 

Chair  Oakar.  What  would  be  the  rationale  building  them  for 
Korea? 

Mr.  Donnelly.  Sometimes  it  might  be  for  Korea.  I  am  a  domes- 
tic industrial  base  person,  but  I  would  expect  that  these  two  air- 
craft, if  they  are  to  be  built,  will  be  built  for  Koreans  to  defend 
Korea.  And  I  would  expect  that  there  would  be  sufficient — I 
shouldn't  say  sufficient — that  there  will  be  work  for  the  U.S.  sub- 
contractors and  vendors  that  would  support  production  of  those 
weapon  systems. 

Chair  Oakar.  Well,  the  question  really  is  not  whether  they 
would  support  it  or  not,  the  question  really  is  whether  or  not  we 
erode  our  industrial  base  every  time  we  manufacture  these  types  of 
items  in  foreign  countries.  I  mean,  it  is  not  even  a  question  of 
whether  it  creates  jobs— ideally  it  would  be  nice  to  think  it  would 
help  with  American  jobs  and  so  on,  but  that  is  not  the  thrust  of 
this  committee.  The  committee  does  have  jurisdiction  on  trade 
issues,  but  we  are  not  really  discussing  internationeil  trade  today, 
we  are  discussing  our  national  security  and  whether  or  not  we 
have  the  proper  defense  industrial  base  to  produce  our  own  equip- 
ment during  a  time  of  crisis.  And  that  is  the  long  and  the  short  of 
the  issue. 

Mr.  Woloshyn,  are  you  familiar  with  the  overseas  stockpiles  of 
weapons,  materials  and  other  supplies  we  have  stationed  in  various 
parts  of  the  world  and  in  this  day  of  highly  sophisticated  satellites, 
spy  satellites,  do  you  think  the  Soviets  might  also  know  where 
these  stockpiles  are? 


,y  Google 


107 

Mr.  WoLOSHYN.  Madam  Chair,  I  am  aware  of  the  existence  of  - 
stockpiles.  I  certainly  don't  know  the  specifics  of  the  content  of  the 
stockpiles.  I  am  not  an  expert  on  Soviet  intelligence  methods,  but  I 
would  eissume  it  would  be  an  item  of  interest  to  them. 

Chair  Dakar.  Does  anybody  know  about  overseas  etockpiles  on 
the  panel?  Mr.  Donnelly,  do  you? 

Mr.  Donnelly.  If  you  mean  raw  materials  primarily 

Cheiir  Oakab.  Yes. 

Mr.  Donnelly.  I  can't  give  you  any  information  this  morning  on 
details  of  what  commodities  are  stored  in  what  countries.  I  know 
that  many  countries  have  policies  to  keep  stockpiles  of  raw  materi- 
als, the  U.S.  beii^  one  of  them. 

Chair  Oakar.  What  about  ammunition  and  other  items  of  that 
nature,  weapon  systems,  and  bo  forth? 

Mr.  Donnelly.  Many  nations  of  the  world  have  policies  to  have 
stockpiles  of  ammunition,  the  U.S.  and  NATO  allies  being  in  that 
group.  Certainly  our  potential  adversaries  have  that  policy. 

Chair  Oakab.  Do  we  have  stockpiles  throughout  the  world? 

Mr.  Donnelly.  Yes,  we  do. 

Chair  Oakar.  And  would  you  think  that  the  Soviets  might  know 
where  these  are? 

Mr.  Donnelly.  Yes,  I  would  think  so  in  some  cases. 

Chair  Oakar.  Would  you  agree — I  am  one  of  the  very  strong  sup- 
porters of  arms  control,  as  everyone  knows,  and  I  support  our  de- 
fense bills  as  well,  but  the  fact  is  that  we  are  dealing  with  things 
we  hope  never  happen,  and  that  is  why  we  have  to  take  the  tone  of 
these  types  of  questions. 

Mr.  Wolofihyn,  would  you  agree  that  these  stockpiles  might  be  an 
early  target  for  attack  by  an  enemy? 

Mr.  WoLOSHYN.  Madam  Chair,  I  wish  I  were  more  of  an  expert 
on  mUitary  tactics  and  strategy.  I  would  be  expressing  purely  a 
personal  opinion  in  suggesting  that  clearly  an  opponents'  material 
and  logistics  would  be  potential  targets. 

Chair  Oakar.  Mr.  Secretary,  would  you  like  to  comment  on  that? 

Mr.  Donnelly.  Maybe  I  can  cut  through  some  of  this.  I  am  not 
sure  where  the  question  is  going  exactly. 

Chair  Oakab.  I  will  tell  you  where  it  is  going.  You  object  to  the 
tone  of  our  legislation.  That  is  fine.  But  there  is  no  meat  to  your 
suggestions.  We  see  some  refinements  of  the  Defense  Production 
Act,  but  we  are  in  a  time  of  crisis  here.  We  are  becoming  ill 
equipped  to  produce  our  own  equipment.  I  mean,  I  think  that  is  a 
serious  problem,  and  I  think  these  questions  are  viable.  I  don't 
think  we  cem  summarize  statements  and  talk  in  generalities  any 
more.  I  think  the  American  people  want  to  know  what  is  going  on 
when  they  are  picking  up  a  $300  billion  tab,  and  they  want  to 
know  whether  we  can  defend  ourselves  and  whether  we  have  the 
industrial  base  to  do  it.  It  is  that  simple.  It  is  not  a  big  deal. 

So  that  is  where  the  question  is  leading,  and  that  is  the  thrust  of 
what  the  Defense  Production  Act  is  all  about,  whether  or  not  we 
can  defend  ourselves. 

So  I  ask  a  simple  question,  would  you  agree  that  these  might  be 
the — these  stockpiles  might  be  an  early  target  for  an  attack  oy  an. 
enemy? 
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Mr.  DoNNELLV.  Let  me  try  to  answer  the  question  this  way.  We 
have  heard  the  term  "scenario  specific",  and  all  these  things  are 
subject  to  validity  of  acenEuioa  and  bo  forth.  But  in  the  type  of  pre- 
paredness planning  that  I  and  my  associates  do,  we  are  concerned 
about  through-put  capability.  When  we  think  about  a  war  with  a 
me^or  adversary  overseas,  we  know  that  given  the  warning  time 
that  we  are  likely  to  get,  it  is  unlikely  that  we  could  produce  every- 
thing  we  needed  here  and  get  it  over  there  quickly  enoi^h  to  sup- 
port  

Chair  Oakak.  Could  we  produce  some  of  it  over  here? 

Mr.  Donnelly.  We  produce  virtually  all 

Chair  Oakar.  Are  you  going  to  wholesale  give  up  our  potential? 

Mr.  Donnelly.  We  produce  virtually  eUI  our  ammunition  in  the 
United  States.  It  is  necessary  to  stockpile  some  of  the  ammunition 
overseas  because  of  the  time  it  would  take  to  move  that  ammuni- 
tion to  that  location;  therefore,  it  is  necessa^  to  have  prepoei- 
tioned  assets  available  overseas.  The  idea  for  U.S.  industnal  pre- 
paredness planners  is  how  can  we  make  sure  that  there  is  enough 
industrial  base  capability  in  the  United  States  to  re-supply  Uioee 
troops  wherever  they  are  before  they  run  out. 

Chair  Oakar.  That  is  right.  Well,  I  sure  agree  with  that. 

Mr.  Woloshyn,  is  FEMA  satisfied  with  our  current  industrial 
ability  to  sustain  our  combat  forces  in  the  field,  and  is  it  your  judg- 
ment that  leEid  times  on  producing  memy  critical  defense  items  can 
and  should  be  reduced? 

Mr.  Woloshyn.  Madam  Chair,  I  don't  believe  any  of  the  wit- 
nesses, including  myself,  here  are  fully  satisfied  with  the  defense 
industrial  base  and  its  capability  to  assure — for  the  full  range  of 
scenarios — that  we  would  be  able  to  supply  our  combat  troops  in 
the  field. 

Chair  Oakar.  Would  you  repeat  that— you  don't  think 

Mr.  Woloshyn.  I  don't  believe  that  any  of  the  witnesses  here 
have  indicated  satisfaction  that  our  defense  industrial  base  would 
be  able— for  the  full  rfmge  of  scenarios — to  supply  our  troops  in  the 
field.  Obviously,  it  is  capable  of  supplying  in  certain  scenarios  and 
not  in  other  scenarios,  depending  on  the  rates  of  consumption,  and 
so  forth. 

But  one  of  the  reasons  why  a  number  of  programs  have  been  un- 
dertaken is  to  try  to  resolve  that  precise  problem. 

Chair  Oakar.  What  are  you  satisfied  with  in  terms  of  what  you 
are  doing  about  this  problem  that  you  acknowledge  exists? 

Mr.  Woloshyn.  The 

Chair  Oakar.  Give  us  the  scenario  you  are  satisfied  with. 

Mr.  Woloshyn.  Well,  when  you  say  a  scenario  we  are  satisfied 
with,  you  are  asking 

Chair  Oakar.  You  have  acknowledged  this  is  a  problem. 

Mr.  Woloshyn.  Yes. 

Chair  Oakar.  What  are  you  doing  about  it,  since  you  testified 
that  this  bill  would  just  totally  waylay  any  kind  of— you  are  super- 
critical about  the  bill.  What  is  your  solution? 

Mr.  Woloshyn.  There  are  a  number  of  items,  Madam  Chair,  that 
are  directed  toward  resolving  that  problem.  Let  me  indicate  a  few 
of  them.  One  of  the  most  recent  initiatives  that  has  txeen  undertak- 
en within  the  last  couple  of  years  is  the  graduated  mobilization  re- 
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sponse  initiative.  That  involves  a  determination  by  each  depart- 
ment and  agency  with  responsibilities  in  mobilization  planning  and 
preparedness,  of  what  meaaures  and  actions  would  have  to  be 
taken  prior  to  the  onset  of  hostilities  in  order  to  assure  that  there 
is  a  measured,  systematic  means  of  enhancing  our  productive  capa- 
bility to  meet  defense  requirements. 

Chair  Oakak.  So  you,  all  these  various  agencies  and  groups  have 
made  the  determination  of  what  it  would  take  to  fulfill  the  goal  of 
being  prepared,  correct? 

Mr.  WoLOSHYN.  The  graduated  mobilization  response  is  an  evolv- 
ing and  ongoing  process.  It  hasn't  been  fully  completed  in  the  sense 
that  we  don't  have  pre-packaged  plans  in  many  cases. 

Chair  Oakar.  You  said  you  mobilized  to  make  a  determination 
relative  to  this  question.  Are  you  saying  now  you  are  not  completed 
with  the  determination,  or  what  are  you  saying? 

Mr.  WoLOSHYN.  Madam  Chair,  I  am  saying  that  there  obviously 
are  projections  that  would  be  made  and  have  been  made  as  to  what 
would  be  the  extent  and  nature  of  supplies  required  to  meet  vari- 
ous scenarios  that  may  develop.  For  example,  it  there  is  a  limited 
conflict  in  the  Ceiribbean  area,  it  would  require  a  different  range  of 
material  than  a  globed  war. 

Chair  Oakar.  You  have  made  the  projections,  correct? 

Mr.  WoLOSHYN.  FEMA  has  not.  Those  projections,  defense  re- 
quirements, are  essentially  made  by  the  Department  of  Defense. 
FEMA's  primary  role  is  to  work  closely  with  tiie  DOD  and  to  ascer- 
tain that  the  projections  that  are  available  are  in  turn  used  by  the 
other  departments  and  agencies  as  a  basis  for  determining  their 
own  requirements,  their  own  capabilities,  to  assist  DOD  in  meeting 
those  requirements. 

Chair  Oakar.  Are  you  satisfied  with  all  these  projections  and 
their  abilities  to  meet  their  own  requirements? 

Mr.  WoLOSHYN.  We  would  not — FEMA  would  not  have  the  exper- 
tise or  the  authority  to  extensively  review  the  various  projections 
and  requirements. 

Chair  Oakar.  What  does  FEMA  do?  You  are  talking  about  all 
these  determinations  and  projections,  a  lot  of  members  on  this  com- 
mittee aren't  fans  of  FEMA.  I  have  always  sort  of  defended  you. 
What  are  you  supposed  to  do  with  these  projections? 

Mr.  WoLOSHYN.  Let  me  suggest  one  thing  that  we  would  not  be 
involved  in,  MculEim  Chair. 

Chair  Oakar.  Suggest  what  you  are  involved  in. 

Mr.  WoLOSHYN.  We  are  essentially  coordinators  of  departments 
and  agencies;  coordinating  plans  and  programs  in  response  to  meet- 
ing various  emergency  situations.  Mobilization  preparedness  is  one 
aspect  of  it. 

Chair  Oakar.  OK.  Are  you  satisfied,  is  FEMA  satisfied,  for  the 
record,  with  the  coordination  of  agencies  in  terms  of  meeting  emer- 
gency needs  of  this  country's  defense,  yes  or  no? 

Mr.  WoLOSHYN.  We  have  a  process  in  place,  Madam  Chair.  I 
can't  give  you  a  definitive  yes  or  no. 

Chair  Dakar.  I  think  it  is  imperative  you  give  me  a  yes  or  no.  If 
you  can't  give  me  a  yes  or  no,  that  is  obviously  intended  to  mean 
that  we  are  not  prepared. 
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Mr.  WoLOSHYN.  No,  that  would  not  necessarily  be  a  proper  con- 
clusion. 

Chair  Oakas.  Then  say  yea,  you  are  satisfied.  You  know,  the  last 
time  we  had  FEMA  up  here,  we  got  the  impression  that  your 
agency  wanted  to  say  something  and  you  were  thwarted  by  0MB, 
which  knows  zero  about  the  defense  industrial  bfise,  they  do  figures 
all  day  long. 

Mr.  WoLOSHYN.  We  are  satisfied  with  the  planning  process.  We 
still  have  a  ways  to  go  before  we  can  feel  comfortable  that  we  have 
lately  completed  the  mission  and  the  objectives  of  mobilization 
preparedness. 

Qiair  Oakas.  So  you  are  not  quite  satisfied,  are  you? 

Mr.  WoLosHYN.  No,  ma'am.  I  don't  believe  anybody  would  be 
ever  fully  satisfied.  There  is  always  plenty  of  work  to  be  done. 

Chair  Oakah.  That  is  all  right,  Mr.  Secretary.  Let  him  answer 
his  own  questions.  Continue  please. 

Mr.  WoLOSHYN.  I  don't  believe  anybody  would  ever  be  fully  satis- 
fied with  planning  and  preparedness  at  any  stage.  It  is  a  continu- 
ing process  which  can  never  actufdly  cease  untU  you  are  actually 
involved  in  the  crisis  and  then  you  hope  that  the  plans  and  pro- 
grams will  be  effective  to  try  to  mitigate  the  effects  of  that  crisis. 

But  to  my  knowledge,  there  isn't  a  particuleu*  point  in  time  at 
which  we  can  say  that  we  are  ready,  we  are  satisfied.  I  don't  be- 
lieve  that  is  the  nature  of  preparedness. 

Chair  Dakar.  Shouldn't  we  work  toward  the  goal  of  being  satis- 
fied? 

Mr.  WoLOSHYN.  Yes. 

Chair  Oakar.  Isn't  that  part  of  your  responsibilities? 

Mr.  WoLOSHYN.  Yes,  and  that  is  what  we  are  doing. 

Chair  Oakar.  Insurance  for  what  we  hope  never  happens.  We 
hope  we  never  have  to  test  our  ability,  but  if  we  have  to,  we  ought 
to  be  prepared,  right? 

Mr.  WoLOSHYN.  I  agree.  Madam  Chair. 

Chair  Oakab.  It  is  not  enough  to  say  that  we  don't  think  we  will 
ever  be  satisfied.  What  are  we  doing  toward  being  satisfied?  You 
testified  that  we  are  stockpiling  certain  critical  components,  de- 
signing software  pr(%rams  for  eventual  use  in  flexible  manufactur- 
ing plants  and  plans  to  convert  commercial  products  to  defense 
production  with  only  modest  adjustments.  Cold  you  give  us  exam* 
pies  of  these  efforts? 

Mr.  WoLOSHYN.  Yes,  ma'am.  There  are  a  fair  number  of  efforts 
actually  listed  in  my  DOD  collesigue's  testimony,  which  I  would 
like  to,  if  I  could,  outline,  for  you.  I  did  take  note  of  those  items, 
and  I,  as  well  as  members  of  the  administration,  feel  that  those  ini- 
tiatives are  well  underway  and  capable  of  resolving  a  lot  of  the 
issues. 

Let  me  mention  a  few  of  them:  The  various  manufacturing  tech- 
nology programs,  the  industrial  modernization  incentives  program, 
the  emphasis  upon  reviewing  acquisition  policy,  and  emphasis 
being  placed  upon  ascertaining  that  the  progreim  manager 

Chair  Oakak.  You  review  the  acquisition  policy?  What  do  you  do 
about  it  once  you  review  it? 
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Mr.  WoLOSHYN.  It  is  not  within  FEMA's  purview  to  review  the 
acquisition  policies  of  the  Department  of  Defense.  We  are  in  a  posi- 
tion to  work 

Chair  Oakas.  But  you  coordinate,  you  make  sure  everythii^  is 
coordinated  properly,  correct? 

Mr.  WoLOBHYN.  Coordination  does  not  necessarily  involve, 
Madam  Chair,  the — issuance  of  a  report  card  on  the  effectiveness 
of  another  agency's  activities  in  that  area.  Coordination  involves 
ascertaining  that  the  various  departments  and  agencies  that  have 
responsibilities  in  mobilization  planning  £u*e  working  in  a  manner 
that  is  consistent  with  each  other  instead  of  at  odds  with  each 
other,  and  that  there  is  a  centralized  focal  point  where  issues  can 
be  raised  and,  hopefully,  resolved. 

It  does  not  involve  sitting  in  judgment  of  another  department's 
and  agency's  capability,  altfiough  we  will  be  working  closely  with 
agencies  to  review  the  nature  of  preparedness  planning  that  has 
been  accomplished. 

Chair  Dakar.  You  should  have  had  that  stage  ready  to  roll  be- 
cause we  are  about  to  mark  up  a  bill.  We  should  know  how  you 
feel  about  whether  the  proper  coordination  is  going  on — you  are 
more  than  a  trafFicpolicemfui,  aren't  you? 

Mr.  W0LO8HYN.  We  are,  and  we  Bxe  involved  not  only  in  coordi- 
nation but  a  number  of  other  areas  that  I  would  like  to  inention. 
We  are  heavily  involved  in  areas,  such  as  issuing  guidance  on  the 
Defense  Production  Act  authorities,  we  are  heavily  involved  in 
working  the  graduated  mobilization  response  concept,  and  ascer- 
taining that  the  concept  is  known  to  other  departments  and  agen- 
cies and  used  and  implemented  within  their  own  emei^ency  pre- 
paredness programs. 

We  are  heavily  involved  in  looking  at  claimancy  issues.  We  are 
developing  processes  and  procedures  so  in  case  there  are  conflicting 
claims  placed  against  limited  resources,  there  is  a  process  in  place 
by  which  those  claims  can  be  resolved.  We  are  involved  in  working 
with  Canadian  counterparts  and  with  the  Department  of  Com- 
merce in  the  North  American  Defense  Industrial  Base  Initiative. 
We  are  involved  in  taking  the  lead  in  working  with  civilian  agen- 
cies in  various  exercises  that  deal  with  questions  of  mobilization 
[n^paredness.  We  are  involved  in  training  both  the  structure,  and 
the  organizational  schemes  involved. 

There  is  a  whole  rtuige  of  activities  which  is  incorporated  under 
the  overall  concept  of  coordination  and  assistance  in  policy  imple- 
mentation. That  is  FEMA's  role,  and  it  is  a  very  valuable  role. 

Chair  Oakar.  You  are  the  Policy  Coordinating  Committee,  but 
policy  is  part  of  your  chaise,  not  just  coordinating.  Policy  Coordi- 
nating Committee,  am  I  correct  in  that? 

Mr.  WoLOSHYN.  That  is  correct.  Madam  Chair. 

In  fact,  under  Executive  Order  12656,  FEMA  specifically  weis 
tasked  with  the  responsibility  of  working  with  departments  and 
agencies  and  identifyii^  issues  for  policy  determination  and  policy 
recommendations  to  the  National  Security  Council  and  to  the 
President. 

Chair  Dakar.  Well,  I  am  frankly  delighted  that  you  are  part  of 
the  National  Security  Council.  I  think  that  is  a  step  in  tiie  right 
direction.  I  hope  that  you  will  build  on  all  the  past  studies  of  these 
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problems,  but  it  seems  to  me  that  what  we  have  had  is  a  lot  of 
studies,  but  no  action.  And  I  just  feel  very  strongly  that  I  would 
hope  that  you  keep  our  subcommittee  advised  on  the  progresB,  but 
it  is  one  thing  to  say  you  are  looking  into  fill  these  things,  trying  to 
coordinate,  but  you  are  involved  in  policy. 

Otherwise  if  you  are  not,  there  is  no  reason  to  have  FEMA,  it 
seems  to  me,  and  that  is  why  I  think  you  should  be  able  to  tell  us 
how  things  are  going. 

Mr.  WoLOSHYN.  We  are,  in  fact,  involved  in  policy,  Madam  chair. 
One  of  the  initiatives  we  are  presently  in  the  process  of  undertak- 
ing is  to  pull  together  an  interagency  group  under  the  auspices  of 
the  National  Security  Council  in  which  we  will  be  looking  at  ques- 
tions of  emergency  preparedness  and  mobilization  preparedness. 
Our  expectation  is  that  issues  dealing  with  the  defense  industrial 
bfise  will  be  under  some  very  heavy  and  intense  scrutiny  and  anal- 
ysis, and,  hopefully,  develop  some  very  worthwhile  remedies. 

Chair  Oakar.  When  might  we  expect  those? 

Mr.  WoLOSHYN.  The  mechanism  and  the  participants  are  present- 
ly in  the  process  of  being  both  pulled  together  and  advised  of  the 
forum. 

1  suppose  that  in  the  course  of  the  summer  we  will  have  a  frilly 
developed  agenda,  and  a  listing  of  participants  to  b^in  actually 
working  these  issues. 

Chair  Dakar.  Thank  you.  I  am  going  to  reserve  my  future  ques- 
tions and  yield  to  my  friend  from  Ohio,  Mr.  Gillmor. 

Mr.  Gillmor.  Thank  you,  Madam  Chair.  1  have  just  a  few  ques- 
tions. The  first,  in  r^ard  to  where  we  come  from,  is  do  we  have  an 
amendment  yet  to  put  all  defense  procurement  in  northern  Ohio?  I 
think  that  the  chairwoman  has  indicated  that  the  mpin  thrust  here 
is  defense  procurement,  Eilthough  it  does  touch  on  some  other 
issues. 

Concerning  the  value  of  our  defense  exports,  where  do  we  stand 
in  terms  of  the  monetary  value  of  our  procurement  in  relation  to 
our  exports  in  the  defense  EU-ea? 

Mr.  Donnelly.  1  think  I  probably  have  some  information  I  can 
send  you  for  the  record  on  that,  Mr.  Gillmor,  it  is  difficult  to  gener- 
alize in  these  areas,  but  permit  me  to  generalize  a  little  bit.  There 
is  a  two-way  street  in  the  defense  procurement  area,  pEu^icularly 
in  the  NATO  environment  where  we  are,  I  believe,  exporting  more 
military  capability  than  we  are  importing  military  capability. 

Where  it  gets  difficult  and  hence  the  need  for  more  visibility  and 
understanding,  is  often  the  work  that  comes — the  foreign  invest- 
ment, the  foreign  procurement  that  our  NATO  partners  get  in- 
volved with  is  often  in  sectors  other  than  defense,  and  there  is  one 
lane  going  over  in  the  defense  level  and  another  lane  coming  back 
in  the  basic  industrial  level.  One  of  the  things  we  want  to  have  in 
defense  is  a  better  visibility  into  the  impact  of  these  multi-national 
trade  Hgures,  but  in  the  defense  area  we  are  doing  pretty  good. 

[The  information  on  how  the  U.S.  has  done  in  the  worldwide  de- 
fense trade  area  can  be  found  in  the  appendix.] 

Mr.  Gillmor.  So  this  one  is  a  positive  contributor  in  terms  of  bal- 
ance of  payment? 

Mr.  Donnelly.  That  is  correct. 
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Mr.  GiLLMOR.  Well,  I  would  agree.  I  think  that  is  important,  al- 
though in  the  defense  area  I  believe  we  have  got  to  look  beyond 
that.  In  terms  of  our  trading  partners  in  this  area,  what  are  the 
procurement  policies  in  the  defense  area  of  some  of  the  m^or  coun- 
tries— for  example,  the  Japanese,  the  Germans,  the  British,  and 
the  French?  Do  they  have  things  similar  to  what  is  called  for  in 
H.R.  486? 

Mr.  Donnelly.  In  the  defense  world,  sir? 

Mr.  GiLLMOR.  Yes. 

Mr.  Donnelly.  I  don't  think  so.  All  countries  have  sdme  buy  na- 
tional goaia,  but  in  many  areas  it  is  necessary,  particularly  for 
countries  that  do  not  have  a  targe  active  military  force,  for  them  to 
acquire  their  capabilities  from  the  United  States. 

We  certainly  have  a  series  of  policies  in  the  United  States  that 
say  we  should  maintain  a  capability  here,  as  well  as  look  for  ways 
that  we  can  cooperate  with  our  allies  through  standardization  and 
inter-operability  of  equipment.  I  think  all  nations  have  prepared- 
ness pn^ams  of  some  sort. 

The  issue  is  how  many  of  these  programs  are  pure  defense  pre- 
paredness programs  and  how  many  of  them  are  economic  tools  that 
they  may  employ. 

Mr.  GiLLMOR.  Have  you  had  the  opportunity  to  look  to  see  what 
impact  H.R.  486  would  have  on  the  Federal  budget?  In  other  words, 
the  cost  of  the  progrfun? 

Mr.  Donnelly.  No,  but  I  will  tell  you  as  an  expert,  and  I  believe 
I  am  in  this  area,  that  it  will  increase  our  costs  if  it  was  enacted.  It 
would  be  a  burden  on  us  to  be  able  to  identiiy  at  all  levels  and  aU 
cases  where  these  materials  are  coming  from,  and  it  would  be  very 
lai^e  bureaucracies  we  would  have  to  put  into  place  to  manage  it. 

Let  me  just  say,  if  I  can  be  as  honest  as  I  can  here,  we  are  con- 
cerned about  foreign  sourcing.  We  are  concerned  about  the  poten- 
tial of  that  becoming  a  foreign  dependency  situation,  but  we  hon- 
estly believe  that  it  is  necessary  to  fix  the  problem  at  the  front-end 
rather  than  in  procurement  restrictions  towards  the  tail  end  of  the 
situation. 

The  pri^rams  that  we  are  funding  primarily  are  pr<»^anis  that 
will  improve  the  responsiveness  and  productivity  of  U.S.  industry, 
particularly  defense  industry.  We  know  that  if  we  can  improve  its 
responsiveness,  its  quality,  its  capability  and  its  excellence  in  prod- 
ucts it  will  remain  ahead  in  the  world  marketplace. 

Putting,  if  I  can,  just  a  couple  of  war  stories  here,  we  have  had 
certain  types  of  ball  bearings  under  a  procurement  restriction  now 
for  over  a  decade.  I  am  afrsiid  that  if  we  pulled  that  restriction  to- 
morrow, those  pEu^cular  bearing  compeuiies  would  have  a  very  dif- 
ficult time  surviving. 

The  question  is  are  we  really  helping  by  putting  a  procurement 
restriction  on?  Does  not  a  restriction  put  an  artihciEil  safety  net 
under  a  compcmy?  If  you  are  a  ball  bearing  manufacturer,  Mr.  Gill- 
mor,  and  you  know  that  you  will  be  able  to  sell  100  percent  of  your 
product  to  the  Defense  Department,  do  you  have  the  incentive  to 
modernize,  to  invest  in  new  capital  equipment?  Where  is  the  incen- 
tive to  do  that  if  you  know  you  can  sell  the  product,  and  that  is  the 
problem  we  are  having  with  these  restrictions. 

Mr.  GnjJtiOR.  Well,  let  me 
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Mr.  Donnelly.  I  didn't  mean  to  characterize  you  as  a  ball  bear- 
ing  producer,  sir.  1  will  pretend  I  am  the  bfill  bearing  producer. 

Mr.  GiLLMOR.  Well,  I  am  not.  Recognizing  that,  let  me  msike  a 
stetement.  I  would  assume  that  there  are  certain  equipment  and 
materials  that  are  critical  to  our  defense  which  would  be  a  real  im- 
pairment to  this  capability  if  we  couldn't  acquire  them. 

Currently,  is  there  an  effort  to  establish  a  differentiation  in  pro- 
curement as  to  certain  types  of  material? 

Mr.  Donnelly.  Yes,  sir.  One  of  the  things  that  we  have  imple- 
mented is  that  we  have  put  these  industrial  preparedness  consider- 
ations into  our  procurement  policies  early  in  the  acquisition  cycle. 

When  we  are  beginning  to  formulate  what  a  weapons  system 
should  look  like,  we  are  now  asking  the  program  manager,  the 
person  responsible  for  the  weapons  system,  to  identify  which  items 
will  be  acquired  from  foreign  sources  or  where  they  are  planning 
on  acquiring  these  items  from  and  to  ensure  that  the  capability  is 
available  to  us.  Also  when  we  have  a  generic  problem  in  some 
manufacturing  area. 

We  are  taking  steps  to  deal  with  that  through  the  tools  that  we 
have,  some  of  which  are  under  the  Defense  Production  Act.  The 
key  is  to  identify  these  potential  resource  short-ffills  early  enough 
so  we  can  do  something  about  it.  If  the  weapons  system  is  already 
in  production  and  has  been  for  quite  a  while,  it  is  very  difficult  for 
us  to  chfmge  that  methodology. 

Mr,  GiLLMOR.  Give  me  some  examples,  if  you  would,  of  material 
that  falls  under  that  critical  category  and  some  that  do  not.  I  take 
it  that  with  the  ball  bearing  situation,  there  has  been  a  determina- 
tion that  we  can't  afford  to  have  that? 

Mr.  Donnelly.  OK.  Well,  we  can  continue  with  bedl  bearings.  I 
was  talking  about  one  class  of  ball  beeuings  when  I  mentioned  they 
had  been  under  a  procurement  restriction  for  a  decade.  More  re- 
cently we  did  a  lot  of  work  in  cooperation  with  the  Department  of 
Commerce  in  looking  at  another  part  of  the  U.S.  ball  bearing  in- 
dustry, and  basically  we  did  two  things. 

We  recognized  it  as  a  problem,  emd  there  are  two  remedial  ac- 
tions underway  right  now.  One  is  that  some  restrictions  were  nec- 
essary, but  we  are  coupling  those  restrictions  with  a  companion 
program  to  help  industry  help  itself  by  pulling  itself  up  by  its  boot- 
straps, and  this  involves  improving  manufacturing  techniques  for 
ball  bearings. 

We  are  encouraging  industry  consortia,  users  and  producers  of 
ball  bearings  in  this  case,  to  get  together  to  design  a  world-class  in- 
dustry. One  of  the  two  date  bases  that  we  are  putting  in  addresses 
this  specifically.  Let  me  just  mention  the  two  date  bases  quickly. 

One  is  DINET,  which  stends  for  Defense  Industrial  Network. 
This  is  a  data  base  that  has  gone  through  a  pilot  test  and  now  is 
becoming  operational  where  we  can  look  at  not  just  the  U.S.  prime 
contractors,  but  we  can  see  what  the  industry  structure  lool^  like 
below  the  primes.  But  more  importent.  There  is  a  companion 
system  called  Socrates  which  helps  us  develop  a  world  cIeiss  U.S. 
industry. 

For  example,  in  the  bearii^  area,  what  we  would  do,  using  Soc- 
rates, is  look  at  the  attributes  of  ball  bearing  production  world* 
wide,  and  Socrates  helps  us  identify  where  the  best  capabilities  are 
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in  the  world.  We  would  look  at  what  country  find  what  company  in 
that  country  has  the  best  materials  handling  techniques,  who  has 
the  best  bearii^  grinding  technology,  what  country  and  what  com- 
pany uses  robotics,  non-touch  manufacturing  tecmiiques,  and  you 
find  these  various  attributes,  and  they  are  in  different  locations, 
some  in  the  United  States,  some  overseas. 

Then  when  we  acquire  bearinra  in  the  future  we  say,  here  is  the 
kind  of  bearing  we  want  made.  We  are  not  going  to  tell  them  how 
to  make  it,  but  we  want  to  tell  them  what  it  will  be.  This  is  t^e 
way  that  we  create  new  quality  pn^rams  within  industry  to  stay 
ahead. 

Again,  those  who  stay  ahead  stay  ahead,  and  we  have  to  fix  the 
problem  at  the  front  end. 

Ms.  McEntee.  Mr.  Gillmor,  may  I  add  something?  I  am  not  sure 
speciiically  how  we  got  off  on  bearings,  but  again  returning  to  t^e 
industrial  base  question  and  the  trade  implications  if  we  are  refer- 
ring to  bearings  again,  one  of  the  reasons  why  the  bearing  industry 
is  having  such  problems  is  because  of  unfair  trside  practices  that 
have  been  impeded  by  several  countries  and  the  companies  within 
tiiem. 

For  example,  as  everyone  well  knows  there  has  been  massive 
dumping  and  the  Depfuitment  of  Commerce  has  taken  steps  to  re- 
strict such  practices.  But  that  is  in  conjunction  with  the  develop- 
ment Emd  continuation  of  the  induBtrial  base,  and  in  conjunction 
with  the  trade  practices.  The  eidministration  is  trying  to  help  and 
be  supportive  of  our  industries. 

Mr.  GiLLMOB.  Madam  Chair,  if  I  may,  I  have  another  question. 

Chair  Oakab.  Sure. 

Mr.  GiLLMOR.  There  is  an  increasing  concern  bein^  expressed 
about  the  erosion  of  our  defense  industrial  base — specificaUy,  the 
shrinkage  of  contractors.  Are  we  going  to  see  some  recommenda- 
tions from  the  adnunistration  to  deal  with  that  problem  or  is  it  a 
pnAlem? 

Mr.  Donnelly.  Some  of  the  recommendations  are  either  in  my 
testimony  or  my  associate's  testimony  here.  Many  of  the  improve- 
ments can  be  made  through  pn^^ress  with  existing  programs  and 
projects  that  we  have.  In  defense  we  think  we  have  a  road  map  for 
carrying  this  out  as  our  bolstering  industrial  competitiveness  initi- 
ative. While  it  might  be  a  little  bland  in  some  areas,  it  does  repre- 
sent our  touch  stone  and  where  we  wemt  to  go. 

It  is  our  road  map.  Some  of  these  fixes  can  be  handled  directly 
through  the  defense  budget  through  our  existing  programs.  Others 
are  where  we  will  be  tinging  on  the  coat  sleeves  of  the  civilian 
agencies  that  have  responsibilities  as  well. 

The  manufeicturing  problem  we  have  in  the  United  States  is  a 
national  problem,  and  it  requires  national  solutions,  many  of  which 
are  far  outside  the  purview  of  the  Defense  Department. 

Ms.  McEntee.  I  would  just  underscore  that  in  saying  that  the 
Commerce  Depeu-tment  and  this  administration  is  very  concerned 
with  the  erosion  of  the  industriitl  base.  Severed  of  the  items  that  I 
mentioned  prior  to  your  coming  in,  Mr.  Gillmor,  were  some  of  the 
ongoing  procedures  that  we  have  attempted  to  undertake,  be  they 
&om  studies  and  the  analysis  of  the  industrial  base  to  actual  rec- 
ommendations,   either    tlu^ugh    studies    of   foreign    investment. 
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through  the  national  security  impacts,  as  far  as  imports  are  con- 
cemed,  through  the  analysis  that  we  have  going  on  re^carding  off- 
sets, and  the  whole  question  of  offsets,  and  what  that  actually  does 
to  the  industrial  base. 

So  I  would  underscore  the  fact  that  we  are  very  concerned.  Waw' 
ever,  as  Madam  Chair  has  mentioned,  this  is  not  a  trade  issue  nec- 
essarily, it  is  a  national  security  issue.  But  we  would  also  say  that 
it  is  tied  into  the  bigger  picture  of  the  entire  deficit  and  balance  of 
trade.  So  on  the  one  hand,  we  are  also  looking  into  the  trade  ques- 
tions and  encouraging  the  opening  of  markets,  and  on  the  other 
hand  to  also  encourage  the  stoppii^  of  the  erosion  of  the  industrial 
base. 

Mr.  GiLLMOR.  Thank  you.  Madam  Chairman. 

Chair  Oakar.  Thank  you  very  much. 

On  the  question  of  the  price  in  cost  and  how  much  this  bill  would 
cost  American  taxp^ers,  let  me  submit  for  the  record  a  report 
that  representative  Helen  Bentley,  my  Republican  colleague,  asked 
the  Congressional  Research  Service  to  factor  in  a  study  which 
showed  buying  foreign  source  parts  and  components  really  did  cost 
taxpayers  42  cents  more  per  dollar  than  buying  it  domestically.  I 
would  like  to  submit  that  for  the  record. 

Also,  I  would  like  to  just  state  for  the  record  that  relative  to  do- 
mestic source  procurements  only,  it  has  really  been  recognized 
international  law  and  practice.  Many  memoranda  of  understanding 
other  countries  have  under  international  guidelines  certainly 
relat«  to  that  requirement,  and  just  quickly,  in  the  bill  we — realiz- 
ing that,  you  could  not  necessarily  have  ail  the  products  that  we 
might  want  to  produce  and  so  on.  We  give  the  President,  indeed  his 
administration  or  her  administration,  tremendous  flexibility  and 
sutgectivity  relative  to  this. 

lliere  are  all  kinds  of  options  for  the  President  to  proceed  in  the 
direction  that  he  recommends,  so  this  is  not  so  tightly  written  that 
we  don't  allow  that  flexibility.  We  resilize  that  there  must  he  the 
kind  of  subjectivity  and  flexibility  that  any  administration  should 
have  for  the  best  interest  of  our  own  people. 

Ms.  McEntee,  you  mentioned  our  allies  manjy^  times,  and  I  am 
privileged  to  be  a  NATO  parliamentarian.  We  just  had  a  meeting 
as  a  matter  of  fact  in  Turkey  relative  to  various  issues  including 
the  question  of  our  industrial  bases,  and  I  can  tell  you  that  Europe- 
ans are  extraordinarily  interested  in  the  questions  of  burden-shaiv 
ing. 

They  certainly  are  questioning — West  Germany  in  particular.  I 
recall  one  of  the  meetings  was  very  interested  in  any  attempts  to 
waylay  their  surplus  of  trade  they  have  that  is  astronomical,  and 
yet  we  have  signed  a  number  of  memoranda  with  them. 

I  am  not  quite  sure  in  what  sense  that  is  helpful,  but  nonetheless 
we  have  done  that.  But  I  also  believe,  having  said  that,  how  protec- 
tive they  are  in  terms  of  the  production  of  their  own  equipment 
and  having  the  lion's  share  of  production  relative  to  the  NATO  de- 
fense base,  and  so  forth,  and  protection  of  NATO  countries. 

But  I  also,  for  those  who  in  quieter  moments  will  be  objective, 
believe  that  none  of  the  European  allies  really  do  want  to  see  any 
weakening  of  the  U.S.  industrial  base  because  their  factories  are  lo- 
cated much  closer  to  the  Warsaw  Pact  nations,  and  some  of  our 
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key  suppliers  over  there  could  be  wiped  out  overnight  in  any  kind 
of  a  conventional  bombing.  And  they  know  from  their  past  experi- 
ences that  one  of  the  areas  to  look  for  help — if  not  the  only  one — in 
protecting  the  NATO  countries  would  be  the  United  States  of 
America. 

Do  you  agree  with  the  thrust  of  what  I  just  said  or 

Ms.  McEntee.  Very  much  so.  1  don't  have  any  problems  with 
that.  I  think  the  point  that  1  was  going  to  make  when  we  men- 
tioned the  allies  is  that  certainly  in  certain  countries  there  is  a  buy 
national  provision  in  many  of  the  agreements. 

On  the  other  hand,  as  we  all  know,  it  has  been  the  position  of 
this  country  not  to  be  supportive  of  a  buy  American  or  buy  nation- 
al here.  At  the  same  time,  I  think  we  also  do  see,  and  I  am  sure  the 
Defense  Department  may  also  want  to  comment  on  this,  somewhat 
of  a  movement  toward  or  a  trend  toward  co-production.  This  is  a 
very  healthy  movement  that  we  see  in  buttressing  your  position, 
which  is  the  recognition  of  the  need  to  sustain  a  very  healthy  in- 
dustrial base  here  in  the  United  States,  and  rect^nized  also,  per- 
haps, by  our  alHes  and  many  of  the  far  eastern  countries. 

Chair  Oakar.  Well,  you  make  a  strong  argument  against  restrict- 
ing what  you  call  fair  competition.  Do  you  factor  in  when  you  talk 
about  fair  competition  the  costs  for  workmen's  compensation,  occu- 
pational health  and  safety,  quality  assurance,  compliance  with  en- 
vironmental laws  as  American  industries  do  when  you  talk  about 
fairer  competition? 

Ms.  McBntbe.  1  think,  Madam  Chairman 

Chair  Oakar.  The  investigation  and  oversight  that  our  compa- 
nies are  mandated  to  have  and  the  inspections  that  our  Govern- 
ment require.  The  administration  does  a  pretty  good  job  on  inspec- 
tion of  these  products. 

Do  you  factor  that  in  when  you  talk  about  fair  competition? 

Ms.  McEntee.  I  think  the  only  appropriate  response  to  that  is 
when  we  are  talking  fair  competition,  what  we  are  referring  to  is 
the  ability  by  our  companies  to  retain  that  flexibility,  to  deal  in  the 
marketplace,  to  deal  globfdly,  to  purchase  the  best  and  the  least  ex- 
pensive and  also  the  most  stable  supplier. 

Certainly  there  are  reatrictionB  placed  by  our  own  Government 
regulations  on  our  own  companies,  and  we  do  take  that  into  ac- 
count, and  certainly  we  recognize,  as  I  mentioned  before,  that  there 
are  barriers  and  restrictions  placed  upon  our  companies  by  our 
allies  and  foreign  trading  partners.  But  in  balance  what  we  are 
Beeii^  is  that  the  way  to  ensure — which  is  what  this  is  all  about,  I 
believe — the  continuation  of  the  strong  support  for,  and  to  attempt 
to  arrest  the  concern  about,  the  industriEtl  base  is  by  further!^ 
competition  and  productivity. 

Chair  Oakar.  Well,  let  me  ask  jrou  this,  are  fore^  suppliers 
subject  to  U.S.  law  relative  to  safety,  quality  eissurance,  etcetera? 

Ms.  McEntee.  Yes. 

Chair  Oakar.  They  are  subject  to  our  laws? 

Ms.  McEntee.  No,  no  they  are  not.  I  £un  sorry. 

Chair  Oakar.  I  think  you  are  wrong.  Because  Congressman  Din- 
gell  in  another  committee  has  had  a  number  of  hearings  on  the 
lack  of  quality  of  foreign  supplies  relative  to  our  national  security 
products.  We  could  argue  with  him  about  jurisdiction,  but  nonethe- 
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less,  we  are  pleased  with  some  of  the  insightB  tiiat  he  haa  Intni^it 

tol^ht. 

For  example,  I  was  talking  about  the  DPA  requirements  and  the 
allocation  and  priorities  that  we  have  for  our  products  relative  to 
what  they  do,  and  we  import  their  products  or  give  them  these 
wonderful  contracts  through  memoranda  of  understanding  that 
have  no  real  scrutiny. 

Are  they  subject  to  those  kinds  of  DPA  requirements  on  alloca- 
tions and  prioritiee? 

Ms.  McEntee.  I  don't  believe  they  are. 

Chair  Oakar.  No.  Do  you  think  that  should  be  taken  into  consid- 
eration when  you  make  your  case — let  me  tell  you  why.  On  a  per^ 
sonal  level,  I  think  you  are  terrific,  but  I  have  to  tell  you  that  you 
made  such  a  strong  case  for  foreign  procurement  in  your  prepared 
statement  that  it  made  me  wonder  whether  you  were  proposing 
more  foreign  dependency  because  it  costs  less  without  factorine  in 
Helen  Bentley's  study  that  she  requested  or  gives  us  better  quality. 

I  hope  that  is  not  your  position. 

Ma.  McEntee.  No,  no.  If  that  is  the  impression  I  wish  to  correct 
the  record.  We  are  not  advocating  further  or  increased  foreign  de- 

Sendency.  What  we  are  advocating  is  having  the  abilily  and  the 
exibility  to  buy  the  best,  the  most  competitive,  the  most  stable, 
the  best  for  American  national  security. 

There  is  no  attempt  to  argue  for  increased  foreign  dependency 
Euid,  indeed,  as  I  said  we,  at  the  same  time,  want  to  assure  as  much 
as  possible  that  the  industrial  base  is  not  just  merely  a  concern, 
but  that  it  is  continued  to  be  supported. 

Chair  Oakar.  Well,  I  would  l^e  to  see  where — if  you  can  demon- 
strate to  me  where  when  the  Depeu-tment  of  Commerce  CEime  into 
the  act  on  some  of  these  memoranda,  where  you  factored  in  the  for- 
eign supplier  costs,  and  so  forth,  relative  to — and  those  standards 
that  we  as  Americans  take  for  granted  in  terms  of  occupational 
safety,  quality  assurance  in  particular,  and  so  forth. 

I  would  like  that  for  the  record.  I  don't  think  that  is  factored  in, 
and  I  don't  think  that  it  is  factored  in  relative  to  the  Defense  Pro- 
duction Act  standards  that  we  hold  high  for  our  own  suppliers,  and 
so  if  you  are  just  talking  about  cost  and  not  relating  Helen  Bent- 
ley's  exquisite  report  that  she  requested  by  the  Congressional  Re- 
search Service,  then  that  is  off,  too,  so  how  do  we  win  in  this? 

We  really  feel  we  have  devoted  a  whole  section  of  our  Bill  to 
flezibihty.  The  President  of  the  United  States — would  be  able  to  ex- 
ecise  it  and  departments  such  as  yours,  so  I  just  Eun  a  httle  dis- 
mayed because  you  are  telling  me  that  the  new  Secretary  is  doing 
all  these  things,  but  I  don't  see  any  substance  to  what  you  have 
just  told  me. 

I  mean,  I  really  do  not.  If  I  did,  I  would  be  the  first  one  to  want 
to  acknowledge  it.  Mr.  Donnelly,  I  want  to  thank  you  for  your  de- 
tailed statement,  the  more  detailed,  informative  statement,  but  I 
would  like  to  know  if  you  have  any  fact  sheets  that  would  serve  eis 
supi>orting  material  for  some  of  the  statements  that  I  think  are  a 
little  bit  on  the  generalized  side. 

Mr.  Donnelly.  Well,  let  me  work  with  your  staif  on  that.  I  ap- 
preciate your  comments  on  the  statement,  it  is  a  rather  lengthy 
and  comprehensive  statement.  I  will  be  glad  to  work  with  your 
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BtafT  on  any  additional  information  they  may  require  on  dollars  or 
trends. 

I  would  be  delighted  to  help  out. 

Chair  Oakab.  I  fun  sure  you  helped  former  Secretary  Costello 
with  the  report  that  finally  came  out  last  year. 

Mr.  DoNNEixY.  Yes,  ma'am. 

Chair  Oakab.  It  was  an  excellent  report.  We  were  veiy  hop«rful 
when  we  saw  that  it  fineilly  evolved,  it  wafi  a  little  late  in  coming 
up,  but  that  was  understandable.  How  many  weapons  systems  have 
we  pinpointed  since  then  aa  to  the  source  of  all  their  parts  emd 
components? 

Ru-.  Donnelly.  Could  you  say  that  again,  ma'am? 

Chair  Oakab.  How  many  weapons  systems  have  you  pinpointd  as 
to  the  source  of  all  their  parts  and  components  relative  to  the  Cos- 
tello report. 

Mr.  Donnelly.  I  am  having  trouble  understanding  that  question. 
Do  you  mean  how  many  weapons  systems  have  parts  in  them  that 
are  acquired  ft-om  overseas? 

Chair  Oakab.  Yes.  Sony. 

Mr.  Donnelly.  I  would  say  many  of  our  weapons  systems  have 
parts,  components  that  are  etcquired  from  overseas. 

Chair  Oakab.  Do  you  know  the  actual  number? 

Mr.  Donnelly.  I  don't  even  know  the  actual  number  of  weapons 
83rstems  we  have,  much  less — but  if  the  answer  is 

Chair  Oakab.  This  is  reeilly  dismaying  to  me,  I  have  to  tell  you. 
If  I  went  to  a  third  greide  class — I  am  not  trying  to  put  you  down 
necessarily,  honestly  I  am  not,  because  I  know  you  are  a  very  dedi- 
cated public  servant,  but  if  I  went  to  a  third  grade  class  in  the 
United  States  of  America  and  I  said,  guess  what?  Our  Defense  De- 
partment does  not  know  how  many  weapons  systems  we  have. 

I  mean,  they  would  find  it  incredible.  I  find  it  incredible.  That  is 
one  of  the  purposes  of  our  legislation,  to  force  you  guys  to  know 
what  we  have,  give  us  a  fact  sheet  on  what  the  United  States  of 
America  is  capable  of,  and  you  don't  want  to  do  that,  but  you  know 
I  don't  buy  the  line  that  this  is  the  bureaucracies,  you  will  make  it 
more  bureaucratic. 

We  are  trying  to  make  it  less  bureaucratic. 

Mr.  Donnelly.  We  employ  lemons  of  people  in  the  Defense  De- 
partment whose  job  it  is  to  provide  facts  and  so  forth.  I  could  get 
the  answer  this  afternoon  to  the  question  how  memy  weapons  sys- 
tems are  in  production,  and  how  many  weapons  systems — once  we 
define  what  a  weapons  system  is,  are  in  the  inventory. 

I  just  meant  to  say  that  I  don't  have  that  information  at  my  fin- 
gertips. 

Chair  Oakab.  I  apologize  then.  Can  you  also  tell  me  how  many 
weapons  systems  are  foreign  sourced? 

Mr.  DoNNEiJ.y.  I  believe  I  can  be  fairly  straightforward  here  £md 
tell  you  that  most  of  the  weapons  that  we  buy  today,  whether  they 
are  aircraft,  ships,  or  tanks  have  some  foreign  content  in  them. 

Some  of  it  is  due  simply  just  by  the  way  the  world  is  put  togeth- 
er. There  are  some  raw  materials  that  just  simply  aren  t  found  in 
the  United  States  of  America,  and  those  materials  are  bought  from 
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Chair  Oaear.  But  that  is  not  the  only  reason  that  you  have  for- 
eign sourced  weapons  systems.  That  is  probably  the  least  of  your 
reasons,  is  it  not? 

Mr.  Donnelly.  I  wouldn't  say  it  is  the  least. 

We  are  quite  concerned  about  raw  materials  availeibility.  That  is 
why  we  maintain  a  national  defense  stockpile,  but  some  of  the 
other  materials  up  the  chain  now  from  the  oars  to  semi-finished  co- 
modities  are  coming  from  overseas  as  well.  Sometimes  they  come 
from  overseas  because  of  cost,  price,  sometimes  it  is  availability 
and  often  it  is  quality. 

Chair  Oakar.  Sometimes  isn't  it  a  fact  that  they  are  no  longer 
made  in  this  count^^ 

Mr.  Donnelly.  Tliat  is  correct.  Then  when  we  look  at  that,  if 
something  isn't  made  in  this  country,  you  look  at  it  from  two  ways, 
if  I  could  just  take  off  on  this  for  a  second. 

Chair  Oakas.  Sure. 

Mr.  Donnelly.  There  is  the  classic  mobilization  haae  issue  that 
we  were  talking  about  earlier  this  morning  that  says,  oh,  gosh, 
what  are  we  going  to  do  if  the  war  comes  and  we  are  cut  off  from 
these  sources  of  supply? 

That  is  one  problem  that  we  look  at,  one  sphere  of  influence.  The 
second  just  as  serious  to  the  country  is  the  technolc^  base  issue 
that  saj^s,  gee,  if  I  continue  to  acquire  this  product  long  enou^ 
from  tms  foreign  source,  when  do  I  cross  over  this  threuiold  that 
soon  we  will  no  longer  have  the  lead  in  that  technoli^y. 

It  is  part  of  our  infrastructure.  Semi-conductors  is  a  good  exam- 
ple of  that.  This  is  a  very  important  consideration,  and  we  are 
trying  to  get  better  visibility  into  this.  This  is  a  serious  problem. 
But  eis  I  Bfiid  earlier  this  morning,  when  do  you  leave  the  concept 
of  foreign  sourcing  and  cross  over  the  threshold  into  foreign  de- 
pendency. 

That  is  where  we  have  to  be  very  careful. 

Chair  Oakar.  I  think  that  is  very  true.  That  is  why  in  the  bill  we 
ask  you  to  try  to  pinpoint  that  with  a  degree  of  certainty  and  give 
you  a  tremendous  amount  of  flexibility  to  do  it.  I  just  think  there  is 
a  tremendous  need  for  some  discipline  in  the  Department  of  De- 
fense in  conjunction  with  all  these  other  agencies  that  you  work 
with,  and  it  is  just  not  there. 

I  think  we  are  going  to  be  a  second-rate  country  if  we  don't  get 
on  the  ball  with  respect  to  our  own  national  security.  Mr.  Donnel- 
ly, let  me  ask  you,  has  the  Department  of  Defense  asked  progrtun 
managers  to  identify  critical  parts  and  components  where  we 
might  be  subject  to  serious  dependencies  and  vulnerabilities,  and  if 
BO,  could  you  kindly  provide  for  the  record  a  copy  of  those  instruc- 
tions? 

Mr.  Donnelly.  Where  we  have  asked  the  progreun  manager,  yes. 
They  are  contained  in  DOD  5000  series  Instructions.  We  wUl  be 
pleased  to  provide  those. 

Chair  Oakar.  Thank  you.  Without  objection,  we  will  put  that  in 
the  record  at  this  point. 

[The  information  regarding  critical  parts  and  components  can  be 
found  in  the  appendix.] 

Chair  Oakar.  In  regard  to  graduated  mobilization  response  con- 
cept, isn't  that  an  approach  highly  dependent  on  some  advanced 
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warning  indicators  to  be  truly  effective,  and  how  successful  would 
it  be  if  there  was  little  or  no  advance  warning. 

Mr.  Donnelly.  Is  that  question  for  me?  The  GMR 

Chair  Oakar.  These  are  fdl  for  you,  but  also  anybody  else  who 
wants  to  jtunp  in. 

Mr.  Donnelly.  Mr.  Woloshyn  was  talking  about  it  earlier.  I 
thought  maybe  you  were  directing  it  to  him.  I  didn't  get  a  chance 
to  t^  about  GMR  when  he  was  discussing  it.  That  is  one  of  my 
gold  watches.  I  like  the  idea  of  GMR.  You  just  mentioned  a  minute 
ago  that  more  discipline  is  needed. 

GMR  is  something  that  provides  more  discipline  in  mobilization 
planning  responsibiLties  across  the  Federal  Government.  If  you 
can  envision  just  for  a  second,  if  we  can  play  war  here  for  a  few 
minutes  this  morning,  that  weiII  up  there  having  perhaps  130,  140 
tt^le  switches  on  it,  and  you  get  some  weirning  of  some  type. 

It  doesn't  necessarily  nave  to  be  warning  meaning  somebody 
starts  up  a  fighter  somewhere  in  the  world.  It  is  a  more  subtle 
warning,  a  more  ambiguous  warning.  But  the  toggle  switches  on 
the  wall  give  the  national  command  authority,  the  civilian  agencies 
responsible  for  nationfil  security  preparedness  and  the  DOD  some 
options  to  deal  with  this  brewing  crisis  like  dusting  off  some  of  our 
prepu:«dne88  planning  techniques.  Let's  consider  what  materials 
we  may  have  to  release  out  of  the  national  defense  stockpile  if 
tilings  get  worse. 

Let's  begin  to  invest  in  production  suTge  capability  for  the  weap- 
ons that  would  be  involved  in  such  a  contingency.  These  tc^gle 
switehes  don't  have  to  all  be  thrown  at  once.  We  don't  have  to  take 
everything  and  move  it  from  one  level  of  preparedness  to  another. 
We  can  just  say  I  will  pick  toggle  switches  12,  18,  and  32. 

It  gets  us  a  little  bit  more  prepared.  It  lets  us  send  a  signal  of 
intent  to  a  potential  adversary  mat  we  are  concerned  about  this 
thing  and  ready  to  deal  with  it.  I  like  the  idea  of  GMR.  It  needs  to 
be  refined  some  more. 

The  civilian  agencies  need  to  understand  a  little  bit  more  about 
their  responsibilities  and  so  does  DOD.  Now,  if  you  get  no  wamii^, 
then  you  are  absolutely  correct,  then  some  of  those  toggle  switehes 
will  never  have  a  chance  to  be  thrown,  but  if  we  do  get  the  warn- 
ing, we  want  to  be  able  to  take  advantage  of  it. 

Chair  Oakar.  Well,  you  testified  that  increased  focus  has  been 
put  on  the  critically  imfxirtant  subcontractor  base  and  the  industri- 
al modernization  incentives  program.  Can  you  give  us  some  apedSc 
examples  of  this  effort  and  its  results? 

Mr.  Donnelly.  I  will  provide  for  the  record  the  listing  of  indus- 
tries that  are  involved  in  industrial  modernization  under  the  pro- 
gram projects.  There  are  a  number  of  them. 

It  is  a  good  program.  It  is  a  fairly  new  approach.  It  is  patterned 
after  much  of  the  work  that  the  Air  Force  did  at  their  aircra^  fa- 
cility in  Fort  Worth,  It  involves  a  top  down  factory  analysis  of  why 
that  pEui^icular  plant  is  unable  to  achieve  productivity  growth  to 
the  satisfaction  of  the  company  and  the  Government,  and  then  the 
Government  shares  in  the  means  to  improve  that  productivity  of 
the  plant,  and  then  we  share  in  the  reduction  in  contract  price  that 
follows  as  a  result  of  producing  something  faster,  cheaper,  quicker. 

It  is  a  good  idea.  We  like  it. 
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Chair  Oakar.  We  were  talking  about  subcontractors. 

Mr.  Donnelly.  That's  correct.  When  I  say  subcommittee,  I  think 
we  mean  the  same  thing,  that  these  are  planta  that  are  down  from 
the  classic  prime  contrtictor  level,  the  next  tier  down.  We  are  be- 
ginning to  look—it  is  difficult  for  us  to  do  this  because  we  have  to 
work  through  the  prime,  but  we  are  finding  ways  to  do  IMIP 
projects  at  the  vendor  level. 

Chair  Oakar.  I  only  have  two  more  questions.  In  the  procure- 
ment area  what  procedure  is  followed  to  designate  a  defense  item 
for  domestic  source  procurement  only?  Anybody  else  who  wants  to 
contribute  an  answer  to  in  on  this  one  is  fine.  Conversely  what  is 
the  procedure  for  obtaining  foreign  items?  How  do  you  arrive  at 
those  conclusions  in  terms  of  procurement? 

Mr.  Donnelly.  We  are  arriving  at  them  better  now  than  we 
were  a  year  ago,  and  certainly  the  interest  of  this  committee  has 
helped  spur  us  along  on  that. 

Chair  Oakar.  I  am  trying  to  give  you  an  extra  shove  today,  you 
know. 

Mr.  Donnelly.  It  heis  been  very  successful.  The  process  for  the 
procurement  restriction  involves  the  Military  Departments  taking 
a  look  at  the  war-time  requirements  and  war-time  supply,  and 
where  the  war-time  requirement  vastly  outstrips  what  we  believe 
the  capability  of  U.S.  industry  is,  then  we  can  take  steps  to  procure 
that  item  domestically.  That  is  done  to  a  large  degree  on  the  am- 
munition production  beise  and,  in  some  cases,  forgii^s  and  castings, 
some  Bub«)ntracted  items  that  are  a  part  of  that. 

Cheiir  Dakar.  Who  makes  the  recommendations  and  what  is  the 
procedure?  You  know,  we  are  delighted  to  see  Secretary  Cheney  be 
named,  a  former  colleague,  very  capable  individual.  Does  it  come 
from  the  top,  or  who  makes  those  decisions? 

Mr.  Donnelly.  Secretary  Cheney  could.  It  is  his  store.  But  gener^ 
ally  the  decisions  axe  made  by  the  Militaiy  Departments  at  Secre- 
tarial level  rather  than  the  Office  of  the  Secretary  of  Defense.  We 
occasionally  do  some  of  that  at  the  OSD  level,  but  primarily  it  is 
within  the  Services.  The  basic  authority  for  most  of  that  work  is 
under  the  Competition  and  Contracting  Act,  which  says,  you  know, 
thou  shalt  compete,  period,  worldwide;  but  that  we  can  make  an 
exception  to  full  and  open  competition  to  preserve  a  mobilization 
base,  and  then  the  law,  the  way  it  is  implemented,  allows  a  civilian 
service  secretary  to  make  that  exception  to  full  and  open  competi- 
tion. 

Cheur  Oakar.  Well,  you  know,  I  am  sure  you  have  read  the 
record  in  terms  of  our  hearings  in  the  last  session,  and  we  had  tes- 
timony as  to  very  astute,  critical  decisions  that  were  made  that 
were  respected  and  so  on  relative  to  procurement  practices,  even 
when  it  was  foreign  sources.  Then  we  hsid  testimony  that  was  de- 
meaned by  individuals  who  said,  well,  we  adl  wanted  to  go  to  Ger- 
many on  a  little  trip  and  tour  one  of  the  plants,  and  so  that  was 
the  way  we  decided  to  give  them  a  contratft.  So  we  had  the  whole 
fiill  gamut  of  decision-making  relative  to  this  committee.  I  am  sure 
it  has  probably  been  going  on  for  a  long  time. 

I  think  that  I  would  like  you  to  be  more  detailed  for  the  record 
on  that  question  that  I  just  asked  you,  OK? 

Mr.  Donnelly.  All  r^ht. 
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[1^  procedure  for  (faaignatJng  defense  items  for  domestic  pro- 
curement can  be  found  in  the  appendix.] 

Chair  Oakar.  I  think  that  is  very,  very  critical.  Now  my  final 
oueetion  for  the  entire  panel  is  this.  We  all  want  to  do  the  right 
uiing.  I  was  fascinated  by  a  brief  article  on  the  front  page  of  the 
D^nse  Daily  yesterday,  the  Joint  Chiefe  of  Staff'  iasuea-— this  is 
just  yesterday — their  U^est  net  assessment  on  defense  production, 
lli^  said  the  capabilities  of  surge  to  expand  production  for  major 
weapcms  system  is  limited.  Further,  the  article  said,  while  the 
United  Stedes  will  show  uKxlest  improvements  in  some  areas  of  sus- 
tainability  through  fiscal  year  1996,  in  1996  shortfalls  will  persist 
and  in  some  cases  woisen.  re-supply  remains  of  vital  concern  be- 
cause the  U.S.  industrial  base  is  not  equipped  for  surge  production 
md  sea  lines  of  communications  are  vulnerahle  to  interdiction. 

Have  all  of  you  studied  this  most  recent  report?  In  light  of  this 
warning  from  the  Joint  Qiiefi^  which  makes  me  very  uncomfort- 
able, I  would  appreciate  your  comments  on  that  report  and  how 
your  testimtmy  parallels  that  report  or  complements  it. 

Mr.  D(»n«LLT.  Let  me  start  <rff  tnr  saying  that  I  haven't  read  the 
rcfMXt.  I  did  assist  some  of  the  JCS  statT  in  the  pr^nration  of  the 
r^K»t.  Ilie  report  is  correct  in  its  statement  that  we  would  be 
muble  to  Burge  [voduction  of  major  weapcms  and  equipment. 

K  I  can  d^one  surge  quickly  for  the  subcommittee,  a  technical 
definiticm.  Production  suige  is  our  ability  to  rapidly  increase  pro- 
doctiCK)  cm  an  existing  weapon  and  existing  plant  on  the  order  of 
maybe  doubling  or  tripling  production  within  6  months  of  a  deci- 
sion to  do  so.  tt  would  vary  by  what  weapon  we  are  talking  about. 
But  the  key  to  this  production  surge  means  within  an  existing  £a- 
dlity.  It  doesn't  mean  oonvereion  <rf'  industry.  It  means  a  rapid  in- 
crease in  production. 

In  order  to  r^adly  increase  production,  it  requires  usually  two 
oompment  parts.  One,  it  requires  that  there  be  an  invmtory  of  the 
long  lead  tune  items  necessary  for  that  weapon  to  be  available  to 
its  manofactarw  ri|^t  away,  lliat  is  called  rolling  inventory. 
Second,  there  is  often  the  need  for  a  few  more  additi«ial  fuecea  of 
the  speaal  test  equipment  that  is  needed  to  test  the  item  as  it  is 
being  manufactured-  Test  equipment  is  very  expensive.  We  tend  to 
run  that  24  hoars  a  day  because  it  is  expensive.  We  would  have  to 
bOT  more  to  reach  the  ramp-up  rate. 

The  reason  why  we  can't  mrge  many  o{  the  items  this  aftemocm 
is  that,  one,  we  have  been  unable  to  make  the  investments  in  the 
Tolling  inventory  of  long  lead  time  items  and  keep  that  rolling  in- 
vent«Hy  at  the  i^anL  And,  two,  we  have  not  been  abfe  to  make  all 
the  investments  we  want  to  in  special  totting  and  special  test 
eqaipmeiit.  But  that  is  why,  to  take  us  back  to  the  special  graduat- 
ed motnlization  response  we  were  talking  about  earlier,  when  we 
begin  to  see  deterioraticni  of  relatkmshipe  militarily  worldwide, 
that  is  one  of  tbe  first  things  you  do  is  asy,  OK,  dow  let's  go  out 
and  acquire  the  long  lead  time  items  and  pot  them  in  the  hctory 
so  that  th^  company  can  draw  from  them  immediately  if  that  thing 
is  gcring  to  get  worse,  and  let's  put  a  little  bit  more  in  our  budget  to 
bin  anotlier  [riece  of  electronic  test  equipment. 

8o  we  know  we  want  surge  in  many  areas.  But 
deal  with  it  dmold  that  need  arisen 
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Chair  Oakar.  Well,  does  that  incorporate  using  foreign  suppli- 
ers? Is  it  easier  to  get  it  from  them  than  the  U.S.  suppliers? 

Mr.  Donnelly.  Not  necessarily.  You  know,  Madam  Chair,  the 
problem  I  ara  having,  and  it  is  only  a  technical  problem,  I  apologize 
for  this,  but  if  we  don't  make  the  investments  in  rolling  inventory, 
long  lead  time  items  or  if  industry  doesn't  make  it  on  its  own,  if  we 
try  to  establish  a  second  source  some  place  else,  even  in  Europe, 
let's  say,  and  in  the  United  States  and  some  place  else,  let's  say 
three  sources,  you  then  have  three  sources  unable  to  surge.  It  is 
those  investments  that  have  to  be  made  at  the  front  end  that  will 
allow  that  plant  to  kick  otf.  It  is  not  a  question  so  much  of  foreign 
dependency  and  foreign  sourcing.  It  is  have  we  taken  those  pre- 
paredness measures  eeirly  enough  to  make  a  difference?  We  know 
which  ones  they  are.  Some  of  them  cost  money,  some  are  almost  a 
freebie. 

Let  me  just  give  you  one  more  personal  observation.  The  rolling 
inventory  concept,  meaning  let's  go  buy  some  of  the  long  lead  time 
items  for  that  weapon,  the  pieces  of  it  are  put  in  the  plant,  if  we 
don't  have  to  surge,  we  use  those  up  at  the  end  of  production.  So  it 
is  basically  a  freebie.  It  doesn't  cost  money.  It  is  an  acquisition 
strategy,  and  that  is  why  we  are  saying  to  program  managers,  OK, 
you  guys,  start  thinking  about  how  you  would  ramp  up  this,  buy  it 
as  efficiently  as  possible,  of  course,  but  what  are  the  steps  you  can 
take  now  in  designing  the  acquisition  strategy  that  would  let  us  in- 
creEise  production  in  a  hurr^. 

Chair  Oakar.  And  to  assist  you  in  the  bill  we  have  a  section  that 
relates  to  small  businesses  and,  more  specialized  companies  rela- 
tive to  modernizing  equipment,  and  this  bill  doesn't  cost  an  added 
nickel,  you  know. 

Anybody  else  want  to  on  that  report.  We  are  going  to  try  to 
submit  that  for  the  record  as  well.  Does  anybody  else  want  to  com- 
ment on  the  Joint  Chiefs'  assessment? 

Ms.  McEntee.  We  have  not  seen  it,  but  we  will  be  happy  to  look 
at  it  and  comment  for  the  record.  We  work  very  closely  with  the 
Joint  Chiefs  on  several  studies,  so  we  are  very  anxious  to  take  a 
look  at  it. 

Chair  Oakar.  Mr.  Woloshyn,  what  about  you? 

Mr.  Woloshyn.  We  haven't  seen  the  report  either,  Madam 
Chair. 

Chair  Oakar.  Well,  I  son  really  glad  everybody  is  firepared  today. 
That  is  an  important  report.  Don  t  you  think  it  is  kind  of  unusual 
that  you  wouldn't  have  read  the  report? 

Mr.  Woloshyn.  I  am  not  sure  how  recent  the  report  is.  Did  you 
mention  the  recency  of  it? 

[The  information  referred  to  above  can  be  found  in  the  appen- 
dix.] 

Chair  Oakar.  It  came  out  yesterday.  It  was  on  the  front  page  of 
the  Defense  Daily.  I  would  imagine  it  has  been  around,  circulating 
throughout  your  departments,  for  a  little  while  anyway.  I  am  glad 
they  have  read  it,  otherwise  I  wouldn't  have  known  about  it  per- 
haps. 

But,  in  any  event,  I  think  it  is  wonderful  to  see  any  movement — I 
have  to  say  this,  Mr.  Donnelly.  Obviously  there  is  a  little  bit  of 
movement  in  terras  of  amenmng  the  Defense  Production  Act  I 
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mean,  you,  yourself,  acknowledged  that  there  are  sections  you 
would  change  and  so  on,  but  the  fact  is  that  those  are  very,  very 
superficial  changes,  and  there  is  no  meat  or  teeth  to  it. 

I  am  convinced  that  all  of  you  know  that  this  is  a  serious  prob- 
lem, and  nobody  wants  to  ac^owledge  or  gear  up  for  it  because  we 
tend  to  do  things  in  the  short  term  around  this  place,  and  it  is  very 
unfortunate.  This  committee,  I  just  want  you  to  know  this,  is  going 
to  put  your  feet  to  the  iire  because  we  are  not  satisfied  with  your 
recommendations.  It  is  at  least  some  movement,  but  based  on  the 
Costello  report,  I  don't  see  how — your  own  report,  let  alone  all  the 
hearings  we  have  had  and  so  on,  I  do  not  see  how  you  could  not  at 
least  want  to  see  some  changes. 

We  are  willing  Ux  compromise  with  the  administration  if  it  is  pos- 
sible, but  if  it  is  not,  we  are  just  going  to  try  our  best  to  do  what  we 
think  is  the  best  thing  for  the  American  people  and  our  country,  so 
we  have  a  little  time  to  work  it  out.  We  have  worked  very,  very 
hard  on  this  issue,  and  a  number  of  other  committees  are  sort  (^ 
interlocked  in  this  Bxea  as  well.  I  think  the  responsibility  of  renew- 
ing and  strengthening  the  Defense  Production  Act  is  probably 
mere  important  today  than  it  hfts  ever  been,  and  renewing  it  in  the 
proper  manner. 

We  are  looking  forward  to  hearing  from  our  collefigues  on  the 
Senate  side  who  have  their  staffs  here  and  so  on.  We  are  delighted 
that  they  are  focusing  on  some  of  the  things  we  have  done  Euid  look 
forward  to  working  with  the  Senators  on  both  sides  of  the  aisle  on 
this  question  as  well.  So  we  hope  you  know  how  serious  the  com- 
mittee is  relative  to  marking  up  the  bill. 

I  thank  you  for  appearing  today.  Please  be  advised  that  any  com- 
ments that  you  might  want  to  add  or  report  you  might  want  to 
give  for  the  record  or  expand  on  responses  that  were  incomplete 
that  you  would  want  to  submit  to  for  our  record,  it  will  be  open. 

We  thank  you  for  appearing  today. 

The  hearing  is  adjourned. 

[Whereupon,  at  11:50  a.m.,  the  hearing  was  adjourned  subject  to 
the  call  of  the  Chair.] 
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THE  HONORABLE  NORHAH  D.  SKUMWAY 

BEFORE  THE  HOUSE  COHHITTEE  OH  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

SUBCOMMITTEE  ON  ECONOMIC  STABILIZATION 

HEARING  ON  H.R.  436, 

THE  "DEFENSE  PRODUCTION  ACT  AMENDMENTS  OF  1939" 

TUESDAY,  HAY  17,  1989 

Madan  Chaiman,  I  welcome  this  series  of  hearings  on  H.R. 
486,  the  proposed  "Defense  Production  Act  Anendnents  of  1989." 
There  is  much  that  we,  the  members  of  this  subcommittee,  and 
we,  the  members  of  Congress,  need  to  know  before  voting  H.R. 
486. 

I  make  no  secret  of  my  opposition  to  this  bill,  just  as  I 
opposed  its  predecessor  last  Congress.   There  are  two  fatal 
flaws  in  the  bill,  as  I  see  it.   First,  it  is  offensively 
protectionistic;  second,  it  is  inordinately  expensive. 
Enactment  of  H.R.  486  would  invite  retaliatory  action  by  those 
with  whom  we  currently  do  much  business  but  who  would  be 
significantly  cut  back  in  their  trade  with  us.   H.R.  486  could 
put  in  dangerous  jeopardy  long-time  alliances  with  our  friends 
in  the  world;  ve  have  enough  enemies,  we  need  no  more. 
Furthemore ,  H.R.  486  could  exacerbate  the  serious  problems  we 
face  in  our  international  balance  of  trade.   The  defense 
sector  is  one  area  of  the  economy  in  which  we  currently  enjoy 
an  export  surplus,  but  the  bill  would  be  very  likely  to 
diminish  our  export  market. 

Additionally,  this  bill  would  cost  this  nation  large  suns 
of  money.   Some  have  estimated  the  cost  at  tens  or  even 
hundreds  of  billions  of  dollars.   Hhere  would,  where  could, 
this  money  come  from,  except  from  the  already- overburdened 
American  taxpayers? 

I  note,  without  necessarily  agreeing,  that  some  who 
recognize  the  perils  presented  by  this  bill  have  suggested 
that  it  may  be  better  to  let  the  Defense  Production  Act  lapse 
that  extend  it  with  these  drastic  changes. 
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I  note  too  a  sad  irony  here.   Hany  aeabers  of  Congress 
take  great  offense  at  Japan's  temerity  in  suggesting  that  it 
conduct  as  much  as  60%  of  the  research  and  production  for  its 
FSX  military  aircraft.   I  see  a  glaring  inconsistency  and 
egocentricity  in  opposing  the  FSX  project  while  demanding  that 
the  U.S.  military  buy  only  U.S.  goods.   It  sends  the  message, 
"We  can  be  protect ionistic,  but  you  can't." 

Finally,  I  state  strongly  my  concern  about  our  national 
security  which  has  been  reported  to  be  in  jeopardy  because  our 
defense  industrial  base  is  diminishing.   This  is  a  problem 
that  deserves  our  serious  attention  and  our  best  efforts  to 
resolve.   But  it  must  be  resolved  in  a  manner  consistent  with 
our  invaluable  and  inviolable  individual  and  national 
freedoms.   I  eagerly  seek  for  solutions  that  respect  those 
God-given  rights,  and  hope  that  this  subcommittee's  hearings 
might  be  a  forum  for  such  discussion. 

Thank  you  very  much. 
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Madam  Chairman: 

Thank  you  for  this  opportunity  to  testify. 

I   ain  Anthony  H.  Harrigan,  Prasidsnt  of  the  United  States 
Business  and  ladustrlal  Coiincil,  a  53-year-ald  business  spokesman 
organization  cepcesenting  1,500  member  companies  engaged  in  all 
types  of  business  and  industry  in  all  parts  of  the  united  States. 
The  Council  is  coirniitted  to  preserving  American  economic  pre- 
eminence as  the  surest  guarantor  of  our  national  security  and 
traditional  values.  Our  Council  strongly  endorses  H.R.  466.  We 
view  this  bill  as  essential  to  the  security  of  the  united  states. 

The  U.S.  is  becoming  Increasingly  dependent  on  foreign 
sources  for  its  defense  equipment.   This  is  the  result  of  the 
erosion  of  our  Industrial  base.   It  is  a  fact  of  our  national 
life.   The  erosion  is  taking  place  because  of  the  underselling  of 
U.S.  production  by  foreign  production  and  the  shift  of  productlor. 
to  other  countries  in  industry  after  industry.  The  U.S.  has 
suffered  sevetre  setbacks  In  industries  such  as  steel,  machine 
tools,  electronics,  optical  equipment,  aluminum,  shipbuilding, 
mining  and  computers.  America's  capacity  for  carrying  out 
military  commitments  worldwide  in  the  years  ahead,  in  producing 
essential,  sophisticated  armaments,  in  executing  a  swift  build-up 
in  future  crisis  situations,  or  rapid  mobilization  and  equipping 
of  our  forces  in  time  of  large-scale  conventional  war  is 
endangered. 

This  Is  something  new  for  the  United  States .   In  the  post- 
World  War  II  era,  America's  Industrial  resources  and  capabilities 
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were  unrivaled,  it's  also  something  rsn  Cor  military 
professionals  to  consider  In  their  eatlmatos  the  abilllty  of  the 
Onlted  States  to  respond  to  threats  In  remote  regions. 

Spokesmen  for  strategic  Industries  attest  to 
delndustclallzatlon.  John  F.  Mitchell,  president  of  Motorola 
Inc.,  one  of  the  nation's  leading  high  tech  companies,  has  said: 
■We  are  simply  losing  our  Industrial  base.'  Business  Weeli  has 
noted  that  American  steel  producers  'have  shuttered  25  million 
short  tons  of  capacity  since  1977  --  16  percent  of  the  nation's 
total.- 

The  ominous  consequences  of  dalndustrlalizatlon  are  not 
lost  on  many  observers.   Alfred  E.  Eckes,  a  member  of  the  U.S. 
International  Trade  Commission,  has  said:   'Ko  great  power  in 
human  history  has  watched  Its  industrial  base  decline  and 
remained  a  great  power  for  long." 

The  Hew  York  Times  has  noted  that  the  Defense  Department  is 
increasingly  concerned  that  a  rapid  deterioration  of  the  American 
microelectronics  industry  will  leave  the  united  States  dependent 
on  other  nations  for  computer  chips. 

The  loss  of  defense  capacity  is  to  be  found  In  a  number  of 
fields.  AS  long  ago  as  19B5,  the  Joint  Logistics  Commanders 
Bearing  Study  found  that  the  U.S.  bearing  industry  has  lost 
almost  40  percent  of  the  market,  and  that  the  erosion  is 
continuing.  The  study  noted  that  manufacturers  have  begun  to 
turn  to  foreign  sources  for  bearings  used  in  military  engines. 

Kevin  P.  Phillips,  the  public  affairs  commentator,  writing 
in  his  book  "Staying  on  Top,"  opened  his  study  of 


yGoogle 


deindustriallzatlon  Nltb  the  assertion  tbat  'Belatlvs  to  our 
present  economic  clrcuntstaaces ,  the  United  States  Is  trying  to 
defend  too  much  of  the  world  —  to  uphold  the  Pax  Americana 
rooted  In  the  very  different  economic  clccumfltanees  of  the  lato 
19408  and  the  1950s.' 

All  this  has  Impacted  on  the  strategic -military  Interests 
of  the  united  states.  W.  R.  TUnken,  Jr.,  Chairman  of  Timken  Co., 
has  noted  that  the  United  States  is  'the  only  country  keeping 
[the  Soviets]  from  their  goal  of  world  hegemony."  Mr.  Tiniken 
asked  where  the  nation  would  be  If  it  "didn't  have  steel, 
aluminum,  chemicals,  machinery  and  transportation  Industries  or 
the  necessary  parts  Industries.'  Arguing  against  the  theories  of 
a  post -industrial  society  for  the  United  States,  he  said  'Perhaps 
it  Is  treasonous  to  advocate  their  elimination,  that  is,  the 
elimination  of  the  basic  industries  necessary  to  national 
defense.' 

Dr.  Paul  Sesbury  of  the  university  of  California  at 
Berkeley  has  written  in  an  institute  for  Contemporary  Studies 
publication  that  'the  United  states  simply  cannot  afford  to  allow 
its  Industrial  base  to  wither  away."  With  its  enormous  strategic 
burdens  and  responsibilities  on  all  the  world's  oceans,  the 
United  States  has  a  national  requirement  for  an  Industrial  base 
that  makes  possible  the  building  of  ships,  aircraft,  tanks  and 
weapons  in  large  numbers  and  the  equipping  of  defense  forces  with 
the  most  sophisticated  electronic  devices  and  capabilities. 
Moreover,  with  relatively  small  standing  forces,  it  has  to  be 
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prepared  In  tecraa  of  equipment  manufactuEe  to  outfit  vaitly 
larger  numbers  of  pecaonael  If  the  need  ariaea.  Almoat  a  decade 
ago.  Gen.  Alton  Slay  alerted  tbe  country  Nta«n  he  atated  in  Th« 
Ailing  Defenae  indug trial  Bases   Onready  for  Crlaia  that  "It  Is  a 
gross  contradiction  to  think  that  we  can  maintain  our  position  as 
a  first-rate  military  power  with  a  second-rate  industrial,  base. 
It  has  never  bean  done  In  the  history  of  the  modern  world.* 

Gan.  Slay  was  then  president  of  the  American  Defense 
Preparadneas  Association.  He  spoke  of  'a  genuine  concern  with 
and  interest  in  the  capabilities  of  out  Industrial  bssa  to 
respond  to  the  hardware  requiremonts  of  our  forces.*  Be  said 
that  the  United  states  didn't  have  a  'defense  industry  base  that 
produces  military  hardware  in  en  efficient  and  timely  manner*  and 
didn't  have  *e  surge  capability  for  use  in  an  emergency  short  of 
mobilization. " 

In  his  article  for  the  Institute  for  Contemporary  Studies, 
Dr.  Seabury  suggested  that  the  condition  of  America's  industrial 
base  should  ring  alarm  bells  In  the  nation. 

The  united  Statea  already  has  severe  problems  with  the 
manufacture  of  military  hardware,   shipyards  capable  of  building 
sophisticated  warships  are  few  and  strained  to  the  limit.  The 
U.S.  armed  forces  have  chronic  shortages  of  ammmitlon,  spare 
parts,  and  missiles  —  what  Adm.  Thctnas  H.  Mooter  (USH-Ret.]  has 
referred  to  as  'consumables.'  These  are  indicators  of  a 
declining  defense  sector  in  the  united  States.  And  a  decline 
means  that  the  united  States  Is  lesa  and  less  prepared  to 
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undertake  swift  «»obilization  in  a  criils  or  to  Institute  crash 
pcogcama  In  defense  necessitated  by  dramatic  military  advances  on 
the  pact  of  powers  that  threaten  America's  security. 

The  defense  debate  in  the  United  States  focuses  largely  on 
the  oear-term,  on  the  next  group  of  ships,  aircraft  or  tanks  to 
be  authorised.  Defense  thinking  and  planning  almost  never  gets 
beyond  the  yearly  defense  budget  struggle  to  consideration  of  the 
industrial  base  needs  for  the  development  and  maintenance  of ' 
forces  over  the  long  haul.  While  the  U.S.  was  deficient  in 
preparedness  In  the  1930b,  including  a  lack  of  plans  for  rapid 
war  production,  its  basic  industrial  production  syaton  was  strong 
and  capable  of  adaptation  within  months  after  the  surprise  attack 
on  Pearl  Harbor. 

Today,  the  United  States  has  strong  defense  forces  but  a 
deteriorating  industrial  posture.  The  United  States  already  is 
dependent  on  imports  foe  a  wide  variety  of  strategic  materials. 
According  to  Industry  Week,  'foreign  sources  provide  mora  than  90 
percent  of  the  country's  supply  of  manganese,  chromium,  cobalt, 
and  platinum,  as  well  as  more  than  50  percent  of  its  bauxite, 
zinc,  tin,  tungsten,  and  cadmium.'  in  the  main,  these  strategic 
minerals  come  from  poll tic ally -unstable  areas. 

In  terms  of  defense  production,  machine  tools  are  critical 
items.  However,  U.S.  cmnpanles  have  lost  60  percent  of  the 
domestic  market  for  computerized  machine  tools.  The  National 
Machine  Tool  Builders  Association,  expressing  concern  about 
Imports  of  machine  tools,  states  that  'The  national  security  of 
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tha  U.S.  la  bslng  Ijnpairad  by  currant  lavala  of  InportB  of 
mscbliia  tools  because  such  Iroporta  tbcaatan  to  debllltata  tha 
donastic  nachlna  tool  Industry.*   It  would  b«  foolish  lada«d  to 
dlsirlsB  this  as  ona  induatiy's  spacial  plaadlng.  The  Industry 
makas  a  solid  case  that  it  la  critical  to  America's  ■d«fansa  and 
deterrence  posture.'  Machine  tools  ace  needed  to  produce  every 
ship,  plane,  tank,  missile,  transport  vehicle  and  other  annament 
employed  by  the  U.S.  armed  forces. 

This  si-tuation  has  caused  the  U.S.  Business  and  Industrial 
Council  to  advocate  a  ■strategic  economic  policy'  for  the  united 
States.   Such  a  policy  would  aim  at  a  restoration  of  Industrial 
and  technological  capacities  sufficient  to  support  the  defense 
structure  required  for  tha  security  of  the  United  States. 

A  strategic  economic  policy  for  the  United  States  would  be 
based  on  a  belief  that  military  threats  to  the  United  States  take 
a  variety  of  forma  and  that  a  conventional,  protracted  war  on  the 
ground  or  at  sea  must  be  considered  one  of  the  possible  forms. 
The  united  States  can't  rule  out  this  type  of  confrontation, 
given  the  cottmitment  of  its  principal  adversary  to  conventional 
forces  and  weapons  as  well  as  to  Intercontinental  ballistic 
missile  warfare.   If  the  ccnventlonal  threat  is  real,  then  the 
United  States  must  possess  the  industrial  resources  essential  for 
such  a  conflict  and  for  the  rapid  moblllration  required  to  deal 
with  it. 

The  U.S.  needs  adequate  capabilities  In  production  of  basic 
metals,  basic  mBchlnery  such  as  motor  vehicles,  advanced 
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machlnary  lucb  as  aircraft,  and,   of  incraasing  ImportancSr 
advanced  alactroalcs. 

Tlw  United  States  nesda  adequate  defense  production 
facilltlea.     It  needs  to  safeguard  small  and  medlum-alz* 
cmnpanles  that  are  producing  leading-edge  defense  equipment.     It 
needs  to  buy  American  for  national  defense  and  prevent  foreign 
acquisition  of  sensitive  American  technologies.     America  can't 
afford  to  rely  on  foreign  producers.     All  this  points  to  the 
Importance  —  indeed  the  necessity  —  of  h.R.   486.     This 
legislation  is  essential  if  tba  United  States  in  the  years  and 
decades  to  come  Intends  to  remain  what  President  Franklin  D. 
Roosevelt  referred   to   aa   "the  arsenal   of  democracy, ■ 

Thank  you. 
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Good  norning.   Hy  name  la  Tom  Lowry.   I  am  preaident  oC 
Rllay  Gear  Corp.,  located  near  Buffalo,  N.Y. ,  a  company  which 
employees  110  people  and  providsa  qaart  for  the  aeroapace  and 
vehicular  market)  oC  ttie  defense  industry.  Today  I  an  testifying 
on  behalf  of  the  nanbera  of  the  Anerican  Gear  Manufacturers 
Association. 

The  American  Gear  Manufacturers  Aaaoclatlon  (AGHA), 
represents  over  300  companies  engaged  in  the  design,  manufacture, 
and  application  of  gears  and  gearing  products.   These  companies 
operate  in  the  'open'  gear  narketi   they  do  not  manufacture  gears 
as  part  of  their  final  product,  aa  is  the  oase  with  autcHnotlve 
gears.  For  the  AiaiA  namber  compaaias,  gears  are  their  final 
product,  sold  to  users  of  goara  for  their  own  applications. 

Thia  Induatry  la  not  a  large  one  --  annual  national  OMrket 
figures  barely  exceed  $1  billion,  with  approximately  24t  oC  1986 
salsa  to  a. 3.  goveraswnt  agencies.  Many  defense  prime 
contractora  have  annual  aalea  that  are  greater  than  this  figure, 
but  alia  is  not  the  question  here.  Mhlle  the  industry 
represented  may  sea*  aaall  whan  compared  to  other  induatrias  on  a 
dollar  volume  basis,  tbis  industry  is  crucial  to  our  defense 
needs.  Mitbout  functional  gears,  tanks  don't  roll,  planes  don't 
fly  and  ahipa  don't  move,  without  gears,  there  would  be  no  'Go* 
in  "Go  Savy." 

I  am  hara  today  bacauaa  of  the  critical  is^ortance  of  the 
gear  Industry  as  auppliers  to  the  defense  industry.  Without  our 
components  and  parts,  no  contractor  that  makes  things  that  move 
can  meet  the  defease  needs  of  the  united  Stataa. 
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Haintanance  of  the  North  Amsrlcan  Industrial  Baa*  and  this 
countcy'a  gaar  naaafacturing  capacity  ia  essantlal  to  our  d«fanas 
capabilities  as  wall  as  tba  viability  of  much  of  tha  nanufac- 
Curing  base  of  our  country.  Bawevsr>  until  naw>  suppliers  have 
b«en  largely  ignored  by  groups  studying  the  preparedness 
question.  Ms  see  this  subcoomittee's  efforts  as  a  major  atep^ 
toward  recogniiing  that  fact. 

THE  IMPORTAMCE  OF  SUPPLIERS 

An  analysis  of  the  application  of  gears  and  gearing 
products  quickly  indicates  bow  crucial  this  Industry  Is  to  our 
national  defense.   In  the  slimiest  terms,  gears  are  used  to 
transmit  rotating  power  from  its  sourc*  to  where  it  will  be  used. 
To  effectively  harness,  the  power  of  a  mariae  turbine,  a  slaiple 
drive  ahaft  alone  would  not  do  the  job.   The  speed  of  the  turbine 
needs  to  be  reduced  to  the  number  of  rpms  to  be  used  by  the 
propeller,  and  that  speed  must  be  variable  or  reversible.   The 
same  exact  principle  appllea  to  jet  aircraft,  hellcoptarsi  tanka> 
jeeps,  and  even  the  xerox  machines  that  keep  the  Defense 
DepaEtnent' a  paper  flowing. 

A  significant  segment  of  the  laetaberahip  of  MIMA  is 
reaponaible  for  power  transnission  syst««a  used  In  defense 
products.   In  fact,  approximately  83t  of  JIGIU's  membership  does 
buaineas  directly  or  indirectly  with  the  government.  Ne  are 
auppliera  of  original  component  parts,  as  well  aa  replacement 
parts  for  such  items. 
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It  la  «qually  iaportant  to  caslit*  that  ttm   of  the  prias 
contractors  hav*  tb«  ability  to  Hanufactucar  gaaca.  nia 
aquipaant  nacaaaary  to  do  tha  job  la  axpanalva  and  difficult  to 
justify  for  production  of  tha  slis  lots  that  ara  oftan  oaadad.  A 
gaar  cos^any.  by  supplying  a  nuabar  of  contractors,  ia  abl«  to 
raacb  acoDonlaa  of  seals  that  *aka  this  capitalisation  posslbla. 

Thasa  saaa  requlrad  econonlaa  of  scala  ara  baing  uadsralnad 
by  procuEaaaiit  of  gears  Croa  foreign  sources.  At  prassnti 
approxlNataly  25%  of  all  gearing  used  In  defense  applioationa  is 
cditained  fro*  foreign  sources.  Me  are  Increaaingly  seeing  one 
defenae  naads  being  aode  dependent  on  these  oversees  suppllors. 
It  is  ludicrous  to  iaagina  a  wmrtiae  acenario  in  which  the  0.8. 
defense  industry  bad  to  rely  <9oa  foreign  nanufacturars  of  gears 
for  coeponents  or  replacaaant  parts.  Hot  only  Bight  ahlpMsnts 
froM  friendly  countries  be  delayed,  but  shipSMnts  fro«  suddonly 
unfriendly  nations  irould  certainly  be  curtailed,  literally 
crippling  our  defense. 

Despite  this  strategic  disadvantage,  there  ia  extanslTa 
foreign  sourcing  of  gear  drives.  Over  two  doien  «ajor  ships 
built  within  the  last  six  yeara  have  been  equipped  wltb  gear 
drives  provided  by  altber  Oeraan  or  Bngllsb  eaa^anies.   This  ia  a 
najor  —  and  a  daaaglng  ~  percentage  of  the  aarine  gearing 
purchaaad.   Significant  portiena  of  aircraft  gearing  is  supplied 
by  Japanaae  and  northern  European  sources.  Vehicular  gaaring 
appears  frca  the  Asian  basin  and  Hedlterranean  atatea.  By 
raducing  the  nuaber  of  orders  that  our  JUMrican  shops  are 
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handling,  the  capacity  £or  our  industry  to  effectivttly  conpet^  on 
economies  of  scale  is  being  significantly  reduced. 

The  supply  of  original  gearing  coDponents  is  not  the  only 
question  which  the  Conmittee  should  consider.   While  foreign 
manufacturers  may  stress  price  and  performance  of  original 
components,  they  are  not  equipped  to  provide  full  service  during 
normal  peacetime  operations,  much  less  during  wartime  situations. 
American  companies  have  survived  the  recent  years  of  intense 
coiqpetitlon  in  part  because  they  are  able  to  provide  direct, 
reliable,  timely  and  customised  service  to  all  of  our  customess, 
including  the  defense  industries. 

A  single  example  frooi  one  AGMA  member  serves  to  iXlustcate 
this  point.  During  the  1986  confrontation  with  Libya,  the 
destroyer  a.S.S.    Iowa  became  inoperative  because  an  original  set 
of  gears  had  finally  worn  out.  Just  as  with  the  old  saying  about 
'for  the  want  of  a  nail,  the  shoe  was  lost,*  the.  loss  of  this 
single  gear  set  in  an  oil  pus^  drive  left  this  ship  dead  in  the 
water  at  a  critical  time.  Our  Association's  member  was  able  to 
manufacture  a  replacement  gear  to  specification  and  delivered  it 
to  the  ship  in  less  than  72  hours  —  not  an  easy  feat  when  the 
number  of  steps  in  the  manuCacturing  process  are  taken  into 
consideration.   Iliis  capability  for  rapid  response  is  so  valuable 
that  a  special  citation  of  this  outstanding  service  was  made  to 
the  company  by  the  American  Defense  Preparedness. Association. 
This  is  the  type  of  support  essential  to  the  viability  of  our 
defense  network  —  support  that  could  easily  vanish  if.  our 
manufacturing  base  in  this  country  continues  to  be  eroded. 
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COMDITIOMS   IV  THE  01UI   mPPSTRY 

H*  arc  not  a  larg«  Industryi  and  nclthae  ar«  our  co<q)anl«s 
larga.      As   I   have  alcaady  Stat*d.    oac  annual   wileg   total  only 
slightly  ovsr  $1  billion,     with  tha  sIm  oC  onr   total  national 
■arkat,    you  can  aasily   saa  that  alaost  svary  on«  of   thsss 
coapanisa  fits  th«  dascriptlon  ot  a  saall  bnainass  —  th*  avarafa 
KMA  aaabar  coapany  has  lass  than  100  aa^loysss.     Thara  ara  only 
two  OC  thcaa  gaar  coi^anias  in  tha  Dnitad  Statas  today  with  aora 
than  1,000  aivloyaas,  and  only  half  a  doian  of  oar  awAMrB  ^vloy 
motm  than  500  workars.      In  fact,    85%  oC  this  country's  gaar 
coiVanias  hava  fawar  than  75  aaployaas. 

Thasa  nuBbars  should  not  mislaad  you.     Ona  AGMA  nMhnr  with 
only  2t  aaployaaa   ia  tha  Banufactorar  of  high  praoiaion  kay 
coaponants  ot   tha  Bl  boobar. 

Tha  gaar  industry  is  a  capital  iatsosiva  industry.     Bran 
with  tha  snail  nuabar  of  aaployaas.   tha  avaraga  gaar  co^any  has 
about  *11  aillion  in  grass  fixad  assats  and  apands  orac  9600,000 
par  yaar   in  capital   axpanditoras..    A  crucial   factor  affactlag  tha 
ability  of  tha  gaar  industry  to  conpata  in  the  mackatplace  is  tha 
axtraordlnarily  high  coat  Of  capital  aqoipaant.     Tha  avaraga 
replacamant  cost  of  a  slngla  gaar  ganaratlng  suichina   ia 
3400-500,000,   and  can  on  occasion  raach  as  high  as  95  million. 
Tha  «ntira  sarias  of  Mtaufacturing  staps  caquirad  to  aaka  a  gaar 
way  raquira  as  aany  as  fiva  or  six  such  piacaa  of  aquipaant.     Tha 
industry  is  dapandant  upon  aachinary  of  narrow  application. 
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specifically  hicrh  t«chnology>  which  ia  critical  to  our  ability  to 
produce  praciaion  gearing  products  naceasary  for  both  the  gaoaral 
market  aod  for  national  aacurity. 

The  intenae  need  for  capital  in  thia  industcy  places  us  in 
a  dangerous  position.   With  current  competition,  both  donaatic 
and  foreign,  profit  margins  are  extreiwly  narrow.   But 
simultaneously  we  must  replace  outdated  equipoant  to  remain 
competitive.   In  1986,  a  reported  T.9t  of  our  annual  sales  ware 
invested  in  new  capital  equipoant,  but  that  still  falls  short  of 
the  industry  neada.  While  we  can  handle  the  needa  of  today,  I 
have  serioua  concerpk  about  what  our  abllitiaa  will  be  ten  or 
fifteen  years  from  now. 

Recent  economic  conditions  have  been  strenuous  for  many 
industries  and  the  gear  induatry  la  no  different.  Leveraged 
Buyouts  (or  LBOs),  mergers,  acquisi tlona ,  divlsioD  sales, 
massive  reductiona  in  work  forcee  or  just  plain  closlags  are 
still  very  common  to  our  industry.   Soft  markets  and  high  debt 
load  have  led  to  the  closing  of  many  gear  coapanies,  According 
to  the  moat  recent  Census  of  Hanufacturiogi  the  nmaber  of  gear 
companies  has  bean  declining  at  a  rate  of  alw>at  2  percent  par 
year.   While  major  portions  of  the  American  economy  have  fully 
recovered  from  the  Recession  of  1982-83,  this  la  not  the  case  for 
the  gear  Industry,   industry-wide  anploynant  has  dropped  29.4% 
since  1980.  Consolidated  figures  for  current  gearing  shipments 
are  still  20.3%  below  the  figurea  recorded  in  1981.  Considering 
the  state  of  the  economy,  the  inefficient  outmoded  companies  have 
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b«*D  forced  out  of  btiBlnvaa,  The  compaoias  laft  ara  the  strong 
healthy  onaa,  able  to  adapt  to  the  new  global  Market  realltiea. 

We  ara  null  bnalnasaaa  with  heavy  InvestaentB  in  capital 
•qaipaaDt,  without  the  flexibility  to  be  able  to  abaorb  the  coat 
of  incraaaiagly  riaky  inveateenta  lo  aophiaticated  equipaent  for 
a  lieited.  perhaps  unstable  aarket.  Me  are  also  an  endangered 
specles)  tha  constant  shrinking  of  our  industrial  base  has 
resulted  in  lees  then  one  doien  doaestie  coepanias  that  can 
coaqtete  today  lor  contraets  tor  laarlne  products. 

Narket  presauces  are  sufficiently  rigorous  to  test  tbis 
industry,  without  additional  probleaa  provided  by  the  federal 
gt>TarnBent.  Bach  of  you  have  heard  all  too  often  about  the 
cumbersoae  and  prohibitive  paperwork  Involved  In  gevensaent 
contracts  —  an  inordinately  large  burden  (or  a  aawll 
Bsnufactnrer.  But  mch  Bore  dasMging  is  that  great  Investaenta 
of  capital  are  often  required  to  eoivete  for  contracts,  with 
little  or  no  assurance  of  a  consistent  future  Market.  It  is  one 
thing  for  a  aaall  eoepany  to  coovete  with  other  doaestie 
soppliecs  oa  an  equal  basis  la  the  Mrlae  gear  aerket  today.  Bat 
it  is  totally  unraasooable  to  expect  us  to  coi^ete  with  foreign 
flEBs  with  enor«ous  resonrcea  and  an  ability  to  market  their 
prodncta  to  the  DepartiMnt  of  Defense  at  prlcaa  anbatantlally 
below  Market  prices. 
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WB  nxmLEM  OP  POMlOll  COMPWITIOW 

Th«r«  haa  baan  an  alaraing  Candancy  by  fadaral  eganciaa  to 
patroniia   foralgn  nanufacturara  or  allow  coatractora   Co  utllli* 
foral^D  Banutacturara   In   0,8.    govariUMOt  cooteactlng.      Thara 
appaara   to  ba   savaral    raaaona   (or   thia   tafidancy — ranging   (roa 
parcaptlon  of  valua  to  diploMatlc  agEa«aaQts--all  of  which 
contribute  vltlaataly  to  tha  aroaion  of  am:  doaaatlc  gaar 
aannfacturlng  capabilltlaa. 

Oar  currant  astlaataa  ar«  that  aoaa  3S%  of  da f ana a 
contracta  foe  gaara  ara  awardad  to  (oraign  aanufaeturara,   halplng 
to  build  foralqn  eapabllltiaa  wbila  contclbutlng  to  tha  aroaloo 
of  ouEB.     Na  hava  aaan  rapaatad  axaMplaa  of  critical  dafanaa 
coa^ooants  balng  ■anufaoturad  off  ahora  ~  parta  (or  tha  Aray'a 
HuMMr  gaoaral  pnrpoaa  vahlcla  end  Abrahaa  tenk>   part*  for  tha 
(ightara  end  hallcopterai  and  parts  (or  ablpa   for  tha  Coast 
Guard,   Harchant  Harlna  and  aost  notably  for  tha  Dapartaant  of   the 
Mavy.      In  one  caaa.   tha  DapartiMnt  of  Trenaportation  avao  Isauad 
spaelf icationa  for  a  Coast  Ouard  outCar'a  gearing  ualng  Ganaan 
design  specifications.     Unfortunately,   this   la  not  e  two  way 
streati   D.8.  iMinufacturars  are  regulerly  pr^ibltad  froa  bidding 
on  foreign  defenaa  contracts. 

One  of  tha  sonrcas  of  thia  problem  is  the  diploawtlo 
practice  of  entarlng  Into  Haaoranda  of  Dodaratanding  or  Agreanant 
(HOOs  and  HOAs),   frequently  used  to  joatlty  awarding  contracta  to 
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foraigo  Moufacturars.  The  raault  ia  still  th«  Ma*t 
•trangthanlng  th«  capabilities  of  foreign  natioaa  wbila  arodlng 
our  own  capabilitiaB. 

Parhapa  ana  reasaa  for  patronaga  of  Buropaan  aourcea  for 
gaara  can  ba  traced  to  the  legacy  of  the  Harahall  Plan,  tba 
nindaat  that  we  atlll  need  to  help  tbalr  smaII,  atruggling  and 
daaaged  acoooBiaa.  Of  course,  we  ell  know  that  today  that 
situation  no  longer  sKista.  that  in  fact  certain  aactocs  of  thalc 
•conomiea  are  often  atrongar  than  the  counterparts  In  tha  D.S. 
ecoQoay.  An  exanpl«  that  ia  particularly  poignant  ie  the  Oeman 
gear  Industry  —  official  Garoan  reports  indicate  tbeir  industry 
is  alaoat  twice  the  siie  of  that  in  the  D.S. 

There  is  another  dangerous  idea  that  OarMan  technology  ia 
batter  —  what  one  aight  call  the  BHM/Hereedes  aentality.  In 
fact,  the  Departaent  of  the  Navy  trains  its  gear  procureaent 
officers  at  tha  Dnivarsity  of  Munich.  Mhen  D.S.  gear  proeareaent 
officials  apand  two  yeara  being  indoctrinated  at  a  foreign 
unlveralty,  it  ia  not  surprising  that  an  'lUNrica  la  not  capable" 
mentality  would  result. 

Even  nora  illuatratlve  of  ay  point,  we  beard  reoantly  that 
a  group  of  naval  gear  proeuraaent  officera  are  scheduled  to  take 
a  tour  of  Buropaan  gear  Banufecturing  plaata,  but  'did  not  have 
funding-  to  visit  any  of  our  plants  In  tha  D.S. 

Another  difficulty  faoad  by  tbe  luwrlcan  gear  aanufacturer 
la  tha  price  dlaerapancy.  It  Is  Intaraating  to  note  tbatf 
although  the  value  of  tha  Aaerlcan  dollar  haa  dropped 
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subatBDtlally  in  th«  last  two  ycara,   tha  coat  of  gaara  mada 
avallabla  by  foceiqn  ■anufacturecs  haa   rcKalnad   ttia  sama.      Ha 
find   It  difficult   CO  baliava  that   tbaaa  conpanlea   liava  bean  able 
to   raduca   theic  pradnctioo  coats  40%    In   th«  past  two  yaar   pariod, 
yet    that    is  exactly  what  would   ba   requirvd   to  naiotain   their 
prices  over  that  tine.     Thera  is  no  queation  that  there  is 
selling  balow  cost  to  panetrate  the  defense  iwrlcat. 

Ha   all   fully  appreciate  the  concern  of   tha  Defenae 
Department  and   its   contractors  in   trying  to   save   increaaingly 
scarce  funds,   but  recant  exanples  seen  to  Indicate  that  too  nany 
foreign  firms  are  uaing  the  DoD's  axeaption'  fre«  ooMaarcial  trade 
laws   aa   a  way    to   participate   in  predatory   pricing. 

One  example    I   can  nantlon   involvaa  another  XGMA  Dambari    a 
midwestern  gear  nwnufacturar  alloying  almost  300  wortcars.     The 
conpeny  owners    recently   took  the  ciak  of   spending  S5  ■illton  on 
one  piece  of   sophisticated  machinery  to  produce  hardened  and 
ground  narine  geers   on  the  verbal  aasuranca  by  tha  Department  of 
tha  Navy  that  thera  would  indeed  be  a  conatant  danand  by  OtiD  for 
tha  product  from  domeatic  suppliers.     After  winning  one 
aubcontract  for  a  marine  gear  box,   the  co^any  lost  the  second  to 
a  foreign  coapaoy,   which  apparently  bid  leas  than  the  cost  of   the 
materials   In  the  OS.     Tha  apeelfios  are  as  tollowsi 

Ao   important  DoD  contract   involvad  the  TAO  tankar  program, 
a  twenty  veaaal  multi-year  procuranant  of  fleet  oilers  by  tha 
U.S.   Military  Saalift  Comand.      The  first  savao  vessele  were 
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contractAd,    flv*  to  AvoDdal«  Shipyard*  aad  two  to  Pwui 
Shipbuilding  CoMpany.     Two  D.8.  umufacturAd  gaar  drlv*a  of 
16,500  BP  iMra  Incocporatad  into  oach  hull.     Tb*  thltd  contract 
want  again  to  Avoodala.     Avondala  purchaaad  th*  propulaloa  drlvca 
for  ita  aacond  contract  froa  «  Haat  Sannaa  coapany.     Pann  alactad 
to  'buy*   th*  aoglDaarlag  padcaga  froa  Avondala  along  with  all  of 
th«  purchaa*  raqulaltlona,   and  also  purchaaad  pc^ulaton  gaar 
drivaa  Croa  th«  aaiM  foraign  sourca. 

Availabla  intomation  Indlcataa  that  th*  loralgn  gaar 
drivaa  tncorporatad   Into  thaaa  Navy  contracta  iraca  pacchaaad  at 
■ubatantially   balow  tha  U.S.   manufactured  prlca.    Ihara  war* 
savaral  raaaona  why  this  Oaraan  tina  waa  abla  to  undarbid  0.8. 
auppliara.      Foraign  manufacturars  ara  fraquantly  aubaldlMd  in 
thalr  labor  and  davalopttant  coata  —  aa  la  particularly  tha  caaa 
In  Garmany.     Thair  attar  tax  coata  for  capital  invaatnanti  ar* 
alMoat  half  of  th*  D.S.   coiintarpart  axp*na*a>   and  dtff*r*nc*a  in 
product  liability  and  a  n^riad  of  aarkatplac*  factora  alao 
atrongly  favor  aaay  of  th«a«  foraign  coBpatitora.     lv*n  wfa*n  w* 
taka  all  of   th*a*   factors  Into  consideration  th*  prlc*  of  tta*a* 
foraign  driv*a  atrongly  suggasts  that  pricing  was  balow  tb*  r*al 
nackat  coata  of  natariala  and  that  th*  pricing  was  dasignad  for 
no  oth*r  purpos*  than  to  sslia  th*  contract. 

Th*  rationala  for  this  nay  b*  *xplain*d  by  a  purportod 
coBBant  Mada  by  a  rapc*s*ntatlv*  of  th*  saa*  ooapaoyt      'Otur 
objcctlv*  is  to  bury  th*  U.S.   narin*  g«ar  induatry.'     Sine*  this 
coi^any  is  a  subsidiary  of  ona  of  th*  largest  congloaaratas  in 
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th*  wocld.  ooa  thsocy  !•  ttut  tticlr  •xc«a«  st**l  capacity,  vhleh 
could  not  btt  ahippAd  to  th*  a.S.  baoausa  «(  th>  currant  VoLwtary 
Raatraiat  Agcaaaanta  (VRAal  on  trada,  waa  Inataad  'Itiddan'  la  tha 
caducad  costa  of  tha  gaar  drlvaa.  Siailatly.  aoothat  Buropaan 
fir*  baa  loatructad  ita  aalaa  focca  not  to  loaa  'any  centracta  on 
tba  baaia  of  prica.* 

Hitb  pcocuraaMRt  otficaca  Indoctrinatad   tbat   'Oankan  Oaara 
ara  Bettar,*  and  of  farad  a  atan'^bg  aavlnga  oa  ona  aac  e( 
gaata,   no  wondae  U.S.   ticas  find  it  difficult  to  coapata. 
Cartain  foreign  BBnufacturara  with  thair  anoraoua   reaaiTaa  and 
taaa  expenaiva  capital  can  afford  to  abaotb  a  loaa  In  procuring 
valoabla  contracta.     Tbaaa  loaaaa  will  ottan  ba  oftaat  through 
incraaaad  narkat  panatratlon  or  avan  raaala  of  critical  advanoad 
tachnology . 

mTIOWAL   SBCURITlt 

The  Toabiba  caaa  of  racant  aontha  baa  furthar  raiaforoad 
ouc  concern  about  tha  tranafar  of  critical  tachnology  to 
unfriandly  nationa.  Tha  raaaon  I  ralaa  thla  axaapla  ne«  la  that 
for  the  aaaa  UO  gaar  driva  ordaca  I've  juat  a»Dtionad,  thara  la 
that  potential.  Tha  daaiga  for  tba  TAO  drivaa  waa  aubatantlally 
the  aama  aa  uaad  la  tha  ODC-51  daatroyars  -  a  aonar  allant  drive. 
A*  part  of  tha  TAO  order,  design  and  ■anuCaoturing  apacitioatlona 
ware  given  to  thla  aubcontr actor,   which  alaultanaeaaly   laecordiog 
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to  their  own  annual  raport)  la  a  najoe  contractor  with  th* 
Ruaaian  Havy.  Hhlla  w*  can  not  go  ao  far  aa  to  accuaa  thla 
conpany  of  tranafccrlng  ch«  tachnolo^Y  of  thaae  gear  dclvaa  to 
their  othar  cuatooara,  th«  obrloua  potential  axlata. 

Parhapa  tha  aoat  dangaroua  raault  of  awarding  contracta  for 
critical  ctwpoaanta  to  foralgn  natlona  la  tha  poaalbility  that 
tha  tachnology,  particulacly  aanaitiva  tachnology,  will  bo  raaold 
to  natlona  nnfriandly  to  tha  0.8.  Ita  know  that  aanaitlva 
Dapactaaat  of  Oatanaa  contracta  hava  gona  to  Buropaan  coapanlaa 
who  alao  contract  with  tha  Soviat  allltary.   It  woald  aa^  to  b« 
prudant  to  raatrlct  auch  oontracta  to  O.S.  manutactnrarai  on« 
only  naad  to  look  «•  far  aa  tha  Toahlba  caaa  to  laarn  that 
laaaon.  And  that  la  probably  aot  an  laolatad  Incidant,  ainc*  tha 
HorwagUn  Hnntacturac  which  waa  involved  with  Toahlba  In  aalllng 
aanaitlva  ta^nology  to  tha  Sovlata  has  additional  govariMant 
contracta.  According  to  our  Intoraatlon.  Kongabarg  A/S 
VapanfabriUt  alao  aanufacturaa  parta  for  tha  FlC  tighter,  Pratt  t 
Nhitnay  4000  Jet  toglnas,  MV  Pentagon  Blaailaa,  and  the 
QB/SMBCIU  AirbDa  320. 

The  qtMBtioD  of  national  aaeurity,  however,  la  anieh  broader 
tban  just  tha  laane  of  tecbnology  tranafar.  Vhe  baalc  capability 
of  oar  national  dafanaa  industrial  bane  la  alao  at  the  haart  of 
oar  concerna,  and  aeae  recent  hlatory  points  to  the  reaaon  why. 

At  the  outaet  o(  Nerld  Htr  II,  It  beeaaa  obvloas  that  the 
United  States  would  becoM  fully  involved  In  a  Mltl-tbeatce  war. 
The  logiatics  raqnlrad  to  support  such  an  effort  necassltatad  « 
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nassivtt  dmtaaua   buildup   in   this  country.      Horror  stories  abound 
about  how  w*  struggled   to  produce  goars.      It  was  saveral  yoara 
into   the  war  bofora  w*  w«r«  abltt   to  OMst  the  na«ds  of   our  war 
effort. 

Hhila   the  U.S.    did  not  hav*  aithar   the  number  or  site  of 
gear  nanufacturtng  macblnes  roqulrad  to  support  defense  needs, 
the  machine   tool   manufacturing  capability  did   exist   to  produce, 
in   time,    the   required  production  machinery.      Today,    with   the 
severe  damage   that  baa  been  done  to  the  nactline  tool   industry  of 
thia   country,    we  may  well  have  a  case  where  history  cannot   repeat 
itself.      Mitb   today's  military   tacbnologias.   we  will  probably  not 
have    the   luxury  of   time  and  distance   to  allow  us    to   repeat  that 
experience. 

CRITICM.  SURCB  CAPACITY 

The  art  of  manufacturing  gear*  requires  not  only  expensive 
machinery,   but  also  highly  skilled  workers. . .people  iri)o  should  be 
considered  craftsmen.     Over  10  years  of  education  and  training  is 
required  for  the  average  individual   in  our  skilled  work  force. 
The  industry  is  characterised  by  generally  low  voluMe,   highly 
apecialiied  producta,  which  require  this  unique  and  highly 
educated   labor.      Bven  as   the   industry   utilises   the  latest   in 
manufacturing  technologies,   this  manpower  raquireaent  cannot  be 
significantly  altered.      Bven  on  the   latest  Computer  NuMerically 
Controlled  equipment,   we  find  that  an  average  of  seven  years  of 
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•xp«ri*iic«  io  th«  gaar  Industry  is  caqulrad  tor  «  worlMr  to  b* 
abl«  to  produe«  aircraft  quality  g«arin9. 

Th«  availability  of  qualified  aklllad  workers  In  tha  gaar 
Induatry  i«  in  general  decline,  as  fewer  new  ■ntclea  Into  the 
work  force  find  their  career  objectives  on  the  shop  floor. 
Sinultaneously,  with  the  global  econoMic  factors  I  discussed 
earlier,  gear  coMpanlea  are  finding  It  incceaslngly  difficult  to 
keep  their  skilled  workars  aaployed. 

The  problea  is  not  Halted  to  blue  collar  workers.  Aece 
is  an  increasing  problea  finding  qualified  design  and 
nanufacturing  engineers  tor  the  gear  industry.  As  raaearch 
projects,  training  and  other  engineering  functions  ara  sent  off 
ahore.  we  continue  to  Halt  our  ability  to  build  a  supply  of  key 
people  who  will  be  able  to  handle  these  key  tunctiona  in  tha 
future.  And  that  future  nay  be  as  near  aa  five  years  away,  aa 
aore  of  our  experienced  engineers,  tralnad  in  the  years 
iaaedlately  following  World  Nar  II,  reach  r«tlrs«ent  age.  While 
foreign  nations  invest  heavily  in  the  education  of  people  for 
their  future,  the  D.S.  goveroMent  doas  not  do  the  saaa  here.  At 
the  saaa  tiaa.  It  coi^ounds  tha  problea  by  aeodlng  the  research 
and  davelopaent  projects  overseas. 

Additionally,  there  is  a  conaon  Misconception  about  the 
production  capacity  of  this  industry.  The  gear  industry  is 
currently  operating  at  fiSI  of  its  capacity,  which  doaa  not  aaan 
that  full  production  or  the  'anrge  capacity'  of  these  gear 
cOiVaniaa  could  be  achieved  by  siaply  raiaing  the  deaand  tor  our 
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products.     Moat  of   fchla  "over  capacity"   ia  in   caallty  30   to  40 
yaar  old,   outdatad  Machinery,   locapable  o(  producing  quality 
9«aring  in  quantltlaa  auEftclant  to  Maat  ahort  tara  dwunda. 
Rabuilding  thaaa  Incraaalogly  outdated  BBCbiiMa  la  aconoaleally 
and  technically   Inpcactlcal  and  tfould  require  eKtenaiva  tina. 
The  naceaaary  expanalon  of  the  work  force  would  aleo  require 
aooraoua  lead  tlna,   aa  noted.     Plnally,  without  the  ongoing  uae 
of  the  technology  of  aaklng  geara,   that  ability  will  atrophy, 
mile  nany  coapanlea    report  that   thay  could  double  their  output 
in   13  aontba,    a  twofold   Increaaa  would  fall  conaidecably  ahort  of 
the  need   for  gear  apare  pacta  on  waapon  ayitene.     According  to 
the  DOD/DIA,   'conservative  eatiHatas  baaed  on  a  sanpling  of 
indu8trl«l  plBHoed  iteaa  indicate  «  BlniauB  of  a  threefold 
inccaaae  would  be  required  to  aupport  our  national  defense.* 

One  need  only  look  to  the  forging  ioduetty  foe  an 
Indication  of  ^ar*  the  geac  industry  May  be  headed.  For  Major 
precision  torglngs,  there  is  only  one  0.8.  sappller  left.  If  the 
gear  industry  should  be  allcMed  to  erode  to  the  saMe  extent,  the 
effects  could  bs  substantial  and  even  More  apparent  long  before 
the  end  of  the  next  decade,  the  obvious  result  is  that  our 
defense  preparedness  would  indeed  suffer, 

RBCOMimroATiCHlS 

To  ensure  that  doaastic  gear  Msaufecturing  capabilities  are 
preserved  to  Meat  the  oeeda  of  JiHerlca*s  defense,  I  offer  several 
ideas  to  you  today  which  we  at  AGNA  believe  would  be  beneficial. 
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It  would  ba  •  al9ai(ic*Bt  atcp  (onnrd  1(  f«d«r«l  agMciaa, 

Inclodlng  th«  Oapartaant  of  0«f«as«  and  Dapartaaat  of 
TranapOEtatioa,  would  ba  taqnirad  to  abida  br  axiating  tcada  lawa 
lAich  apply  to  ceaaatcial  aarkata.  Curraotlyf  an  JMaricao  gaar 
aanufacturer  has  no  cacouraa  If  ha  knawa>  ot  aoapacta,  that  a 
Cotmiga   manufacturar  haa  obtainad  a  DoD  contract  through 
uascrtipuloua  maana,  aa  ha  would  If  It  was  a  coaaaccial  trad* 
caaa.   I  should  also  atraaa  that  tha  currant  propoaad  trada 
lagialatlon  doas  not  sufficlaotly  addrasa  this  problan,  ottarlng 
toothleaa  tlgars  tnclodad  to  gtva  lip  aarvlca  la  addrasslng  tha 
problan.  Strong  anforcaaant  of  trada  laws  within  tha  Dafansa 
Proeuraaant  Procass.  in  accordanca  with  tha  6&TT  (Ganaraliaad 
KgraMMnt  on  Trada  and  Taciffa)  would  ba  a  najor  *itap  toward 
eliainating  inaqultiaa  in  tha  currant  proeuraaant  procaas. 

Paehapa  tha  «ost  iMportaat  atap  yon  eoold  taka  would  ba  to 
ancouraga  tha  usa  of  deaastie  auppllara,  particularly  tor 
critical  coNponanta  for  dafanaa  projaeta.  Adopting  a  variation 
of  tha  Buy  Anarlca  clauaaa  for  aanaitiva  projacts  is  asaantial, 
to  anaura  that  tha  capability  to  aanufactura  aansitiva  gaartng 
ranains  onahora.  Tha  currant  practica  of  raquiring  a  parcantaga 
of  a  projact  to  ba  hMcican-aada  is  thaoratically  usaful, 
although  Lt  raraly  appliaa  to  tha  gaaring  coBponant  of  a  waapon 
aystMR.   Tha  requirement  of  fifty  parcent  ia  usually  aaally  aat 
without  including  critical  conponants  Ilka  gaaring,  which  aay 
constituta  lass  than  3   parcant  of  tha  coat  of  tha  antira 

Bran  tha  Incluaion  of  gaara  on  DoD'a  list  of  critical 
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lenta  doaa   not   •aem  to  ovarcoaa  this   tandency.      I  would  Ilka 
to  tak«  tbat  concept  of  Biiy  ftaarica  one  atap  furthar,   and  suggast 
that   certain   componaots  of   such  projects,    gears  anong    than,   b« 
speclEtad  as  critical  and  required  to  meet  thalr  own  Individual 
Buy  Aaerlca    cequirementa. 

Also,   before  a  governaeat  contract  is  atnrded  to  «  toreign 
co^any,   an  econoalc  i^eet  ststoaeBt  sboald  be  required  by  tb« 
contracting  agency.     Such  a  stataMent  would   Invariably  prove 
that,    In  addition  to  U.S.   Induatrial  erosion  and  technology 
transfer,   significant  economic  losses  occur  to  the  U.S..     Just 
one  exai^le  Is  the  loss  tax  revenue  to  the  U.S.  goverraaent.     The 
objective  of   the   Impact   analysis  would   be  to  evaluate  the  lite 
tlMe  cost  of   the  gearing  systMi,  versus  initial  purchaae  price, 
and   to  detcmlne  the  Magnitude  of   the  ripple  effect  of   the 
federal  dollars    spent.      Obviously,    the  price  tag  on   the   itaa  is 
not  the  bottom  line.      Some  experts  astimate  that  this   rippla 
effect   can   add  as  much   as   SO    percent   to   the  value  of   an  Anerlcan 
made  product,   or  even  nore. 

In  ■easuring  the  cost  of  the  govecoMent  'doiag  business', 
It  Bay  also  be  worth  the  effort  to  analyse  the  costs  incurrMI  In 
iaposing  federal  aooouBtiag  pcoeedores  on  aaall  boalnesses,   like 
gear  eemp*ai»».     For  contracts  of   leas  that  $100,000,   It  is 
impractical  to  require  a  small  company  to   incur  the  costs  of 
restructuring   their  entire  accounting   system  to   accommodate  what 
may  be  only  20  percent  of  their  business.     Additionally,   If  a 
federal  audit  determines  that  for  SO   sets  of  gears,   costing  $350 
each,   there  was  an  excess  profit   (using  their  definition) 
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amounting  to  $10  par  aat,  what  h«s  it  coat  tha  fadaral  gorarnaaat 
to  racoup  that  $500?  t(  teue  afflciaocy  and  coat  aavinga  ara  to 
be  the  goal,  an  axamptloo  for  anall  coatracta  would  awka 


Thaaa  propoaals  are  not  radical.   Thvy  only  axtand  tha 
unlvaraally  acceptad  rulaa  of  falrnaaa  and  general,  bualnaaa 
practlcaa  to  apply  to  datanaa  procnraaant  araaa  which  hava 
ao«ahow  been  left  untouchad.  If  auch  actiona  are  not  takaiif  and 
If  tha  Importance  of  gaara  In  dafanaa  naada  continoaa  to  be 
ignored,  we  will  not  ba  able  to  naet  the  naada  of  the  dafanaa 
catabllahnant  in  a  tiaa  of  criaia.  True  preparednaaa  raquiraa 
that  our  nodeat  racoBoendationa  ba  adopted. 

Thank  you  for  thia  opportunity  to  praaent  tha  coaoatna  and 
view  of  our  industry. 
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Good  Morning.  I  a»  Rictt«rd  B.  Homant,  Enacutlva  Dlractor  at 
-tba  A>acican  Gear  Manufacturers  Association.  Tba  JUilU  is  a 
national  trad*  association,  rsprascnting  ovar  300  co^Mniasangaged 
in  tha  dasign,  Manufacturs,  and  application  of  gsars  and  gsaring 
products.  By  and  large,  AGMA  aaabars  function  aa  suboontrwitors, 
suipplying  conponsnts  of  tha  Datansa  Dapartsant's  naads  tor  ships, 
planas,  land  vahiclas,  and  spaca  systana. 

AGHA  appreciates  the  opportunity  to  addrass  this  Subcouiittea 
and  present  our  concsms  about  tha  ra-authorization  of  tha  Dsfanaa 
Production  Act.  This  legislation  has  tha  potential  tor  addressing 
a  secioua  problem  -  s  problea  not  only  for  the  Aaerlcan  gear 
industry,  but  also  for  tha  defense  astablishmsnt  of  this  country. 
Currant  Datansa  Dapartmant  procuremant  practices  are  dismantling 
this  country's  ability  to  produce  tha  essential  gears  and  gear 
products  needed  to  nsat  our  country's  defense  needs.  Tha  excessive 
eiqthasis  on  "lowest  price, "  without  consideration  of  systaas  life 
costs  or  Industrial  base  impact,  is  one  concern.  Another  is  the 
yat  undetermined  extent  of  dependency  on  foreign  sources  that  this 
country  has  for  critical  gearing  components. 
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TodaVi  '  would  lika  to  ra-subalt  for  tb*  racord  our  tastinony, 
off«r*d  to  this  Subcoraltt*«  on  S«pt«mb«r  29,  1987,  by  Hr.  Thomaa 
Lenny  (Prcsldant  of  Ril«y  a«ar  Corporation]  on  bahalf  Of  AGHft.  A 
y«ar  and  a  half  lat«r,  llttla  hsa  changad  tron  vAiat  wa  raportad 
than.  Tha  Association  atanda  by  tha  figures,  cosaants,  and 
racomaandations  of farad  at  that  tixs .  A  copy  of  Mr.  Lowry ' s 
teatiaony  ia  attachad  and  is  incorporatad  by  vafarenca. 

During  tha  past  yaar  and  a  half,  th*  industry  has  not  stood' 
still.  Tha  industry  is  truly  compatitiva  in  both  tha  doaastic  and 
world  markat  placaa.  19BS  shipaanta  graw  to  about  $1.7  billion, 
up  13  parcant  in  raal  growth  ov«r  19S7.  At  tha  saKa  ti>e,  howavar, 
imports  rosa  a  staggering  27.5  parcant,  dsspita  tha  waakar  dollar. 

As  notad  in  Hr.  Lowry 's  tastlMony,  trtilla  tha  industry 
functions  alvost:  axcluaivaly  as  subcontractors  to  waapon  system 
buildara,  a  major  portion  of  tha  gaar  induatry'a  marlcat  is  for 
dafanae  componants.  Dafansa  procuramant  conatitutas  ovar  ona 
quartar  of  tha  antira  salas  of  this  Industry. 

Mora  important  is  what  tha  industry  suppliaa  tor  tha  daCansa 
naads  of  tb«  country.  Abandon  tha  idaa  of  tha  gaar  systams  you  sa« 
at  your  local  AAHCO  rapair  ahop.  agha  iMmbars  supply  tha  gaars 
that  oparata  tha  roB»ot  arBS  of  tha  Spaca  Shuttla  -  ona  of  tha  eo 
gaaring  systavs  on  that  craft.  Othar  ACHA  aaabara  provida 
hallcoptar  gaara  that  turn  at  :i,ooa  rpu,  aaaning  that  tha  taath 
hava  a  linaar  spaad  aaaaurad  at  twlca  tha  apaad  of  sound.  Tha  Main 
gaar  in  a  daatroyar'a  marina  driva  can  ba  nlna  faat  or  Bora  in 
dlaaatar,  manufactured  to  tolarancas  that  ara  a  fraction  of  tha 
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dlaiMtar  of  a  human  hair. 

on*  of  th«  pEiaacy  concerns  of  AfflU's  ■•mbors  ha*  b—n  an 
alarming  tendency  by  federal  agenciea  to  patronise  foxeign 
■anufacturere  or  to  allow  prin*  conCractors  to  utilise  foreign 
source*.  AOn  aaClBatea  that  a*  auch  a*  30«  of  defense  contracts 
for  gears  are  awarded  to  foreign  manufacturers.  This  help*  to 
build  foreign  capabllltie*  while  contributing  to  the  erosion  of 
the  domestic  industry.  Thia  erosion  Means  a  loss  o£  market  or 
sales,  leading  to  a  loss  in  job*,  the  loss  in  production 
capability,  loss  of  incentive  tor  long  term  investment  and  the  loss 
in  domestic  research  and  developaant. 

One  of  the  source*  of  this  problem  i*  the  practice  of 
Memoranda  of  Undsretanding  or  Agreement  (HOU*  and  HOAa),  or  narXet 
driven  "off  sets,"  frequently  used  to  juetify  awarding  contract* 
to  foreign  manufacturers. 

Another  difficulty  facing  the  American  gear  manufacturer  is 
price  discrepancy.  It  is  ramarlcable  to  note  that,  although  the 
value  of  the  American  dollar  has  dropped  by  40t  in  the  past  few 
years,  the  cost  of  gears  made  by  foreign  manufaoturer*  has  remained 
essentially  the  sane. 

The  gear  industry  fully  appreciates  the  concerns  of  the 
Defense  Department  in  trying  to  efficiently  usa  increasingly  *carce 
funds.  However,  AGHA  Is  concerned  that  this  i*  contributing  to  two 
serious  problems.  First,  the  industry  Is  concerned  that  sensitive 
technology  will  be  resold  to  nation*  unfriendly  to  the  U.S.,  as 
nantioned  In  the  Lowry  testimony.   Second,  and  more  important,  is 
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tba  aroaion  at  tba  basic  abllitlaa  of  th>  g«ar  Industry  B«ctoi'  of 
Che  National  Oafans*  Industrial  Bas*.  Hlth  today's  Millcary 
technologlas  and  th«  vorld ' s  political  environaant,  tb*  qmir 
industry  will  not  hav*  th«  luxury  it  had  in  World  War  II  of  taking 
years  to  build  its  ssctor  of  th«  industrial  baaa  Mould  ths  country 
find  oursalvss  in  a  ailitary  crisis. 

Givsn  ths  nagnituda  oC  tha  capital  invaatnant  and  raquirsd 
training  of  a  skillad  labor  forca,  tha  comaittae  mlqht  appraclaca 
an  undarstandlng  of  tha  intricaclas  of  wuiufacturing  gaars.  A 
brlaf  outlina  of  ths  proceasas  raqairad  would  halp.  Tha  avaraga 
aircraft  quality  gaar  (ACttt  Quality  12  or  battsr)  baa  over  100 
staps  in  Its  nanutacturing  procaaa.  First,  a  forgsd  or  oast 
"blank"  of  si^acialty  alloysd  astal  Bust  bs  obtainad.  slnca  thasa 
spaciflcationa  are  frequently  daaandlnq,  purchase  of  this  raw 
■aterial  aay  be  a  problev  since  neither  the  alloy  nor  tha  size 
raquireaents  say  be  readily  available.  Right  now,  delivery  tinea 
in  exceas  of  twenty  (30)  waaks  for  these  raw  aaterial  are  not 


Haxt  the  raw  aaterial  aust  be  prepared  for  gear  cutting  with 
several  aachining  and  heat  treating  processea  to  aaka  aure  that  all 
Ba]or  diaenaiona  of  tha  blank  are  correct  and  have  tha  proper 
"through  bardnaaa"  before  tha  taath  of  the  gear  are  cut.  Machining 
tolerances  at  this  early  stage  of  production  are  critical,  since 
they  are  used  to  establish  sat-up  allgnasnts  required  by  the  gear 
tooth  geoaetry  tolerances. 

As  tba  procaaa  continues,  the  gear  teeth  are  next  "rough  cut," 
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possibly  in  stAgas,  oftan  on  difl«r«nt  nachiiMa  and  witb  additional 
h>at  traat^ants.  Tban  th*r«  is  nonuilly  on*  final  blgUy 
■pacializad  h«at  tr«atlng  stag*,  which  hardwis  th«  surCaca  of  tha 
natal  to  improva  waar  Ufa  and  atranqth  charactariatics  of  ttts 
final  gear.  Tha  final  geoaatry  of  th*  gaar  taath  Is  ganaratad  than 
by  grinding  to  aaaura  smooth,  noiaa  fraa,  and  afficiant  oparation 
of  tha  gaar  in  ita  cboaan  application. 

Throughout  this  antlra  procaas,  highly  spacialissd  >achlnas 
ara  naadad  for  aany  of  tha  individual  staps.  often,  ana  machine 
can  only  produce  a  relatively  small  range  of  aiz*  and  typa  of  gear. 
Each  of  these  nachlnas  can  cost  from  $100,000  to  $5  million.  In 
addition,  inspection  equipment,  which  like  the  apecialiiad  machinas 
has  a  high  price  tag,  is  naadad  to  verify  tha  acoiuracy  of 
individual  steps  throughout  the  entire  process. 

As  pointed  out  by  Hr.  z«wry's  tastivony,  another  crucial 
component  of  the  gear  industry  capability  is  ita  people.  For  both 
labor  and  engineering,  the  Induetry  is  already  limited  by  its 
ability  to  find  individuala  with  adequate  skills.  If  thaa*  people 
are  lost  through  lack  of  utillcatlon,  thay  are  extremely  difficult 

Bacause  of  the  enormity  of  the  capital  costs  and  th* 
manufacturing  skills  needed,  no  coapany  produces  all  of  tha  .types 
of  gears  required  tor  the  defense  needs  of  this  country.  Gear 
companies  specialis*  in  a  range  of  products.   For  axai^la,  an 
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aircraft  g«ar  aanufacturcr  do*B  not  also  aak*  varlna  gears. 

This  is  advancsd  technology  at  the  highest  levels  of 
achlaveasnt.  while  the  basic  concept  oC  gears  nay  be  thousands  of 
years  old,  to  think  of  this  Industry  as  outmoded  vould  bs  the  sa>a 
as  saying  the  science  of  building  aircraft  has  not  progressed  sines 
the  Wright  brothers.  And  like  the  aircraft  Industry,  the  American 
gear  industry  has  kept  pace  -  or  led  -  the  world  in  the  development 
of  that  technology. 

As  a  major  consu>er  of  our  industry's  products,  the  DspartBsnt 
of  Dsfenss  has  an  inordinate  i^MCt  on  the  viability  of  this 
,  important  ssgaent  of  the  Defense  industrial  Base.  Unfortunately, 
the  DepartBsnt  of  Defense  has  generally  been  slov  to  recognize  not 
only  the  crucial  nature  of  this  industry,  but  also  the  negative 
iapact  its'  i^licisB  have  had.  Forasost  are  the  unknowing  or  ill 
conceived  practices  of  excessive  reliance  on  initial  prices  (rather 
than  systems  life  costs)  and  foreign  aourcing  for  the  country's 
defense  gearing  needs.  Whether  driven  by  offset  reguirsBsnts, 
Meaoranda  of  Agreeaent  or  Understanding,  or  by  simple  predatory 
pricing,  prins  contractors  have  been  allowed  -  and  often  encouraged 
-  to  obtain  their  gearing  needs  froB  overseas  sources.  This 
obviously  reduces  the  usage  of  doBsstlc  suppliers,  leading  to 
further  erosion  of  on  already  endangered  Defense  Industrial  Base. 

As  Dr.  Robert  Costello,  formsr  Under  Secretary  of  Defense 

(Acquisition)  noted  in  hi*  report  of  July,  1988: 

RsquirsBsnts  of  the  competition  advootes  for 
free  and  opsn  price  coepatition  for 
subcontractors  and  suppliers  have  the  effect 
of  keeping  the  supplier  base  in  constant 
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tuEBoll  and  bsIm  it  virtually  inpo**ibl«  tor 
dafansa  contractora  to  build  a  atabla  baaa  ot 
raliabla.  high  quality,  coat -af fact iva 
vandors. 

In  addition,  tha  sasa  raport  includaa  tha  fallovlng  coa»ant  about 

tha  problaa  of  foraign  dapandanciaa: 

Thara  is  at  prasant  no  raliabla  aystau  avan  to 
idantify  such  dapandanciaa ,  not  to  aantion 
ayatama  to  miniaize  tbaa.  Eapacially  in 
critical  lowar-tiar  induatriaa  which  aupport 
dafanaa  prima  contractora,  viaibility  ia  kay 
to  Hintaining  tha  ability  to  asaasa  tha 
eonaaquancaa  ot  foraign-aourcinq  and  avaluata 
tha  iaplicationa  of  tha  potential  loaa  of 
laadarahip  in  Icay  tachnologiaa. 

a;o  auoaarlze,  thia  naana  that  currant  procuraaant  polictaa  aubjact 
thia  Induatry  to  uimacaaaary  "turaoil,"  raaulting  in  tha  aroaion 
of  thia  critical  coaponant  in  our  Dafanaa  Production  Baaa. 
Simultanaoualy,  tha  Dafanaa  Dapartnant  haa  not  davalopad  a  naana 
ot  tracking  tha  iapact  ot  ita  countar-productiva  policiaa. 

Lat  «a  offar  just  a  faw  aKaaplaa  to  aupport  Dr.  Coatallo'a 
concluaiona  and  agma'b  concama.  Mr.  Lowry'a  taatiaony  citad  a 
nuBbar  of  caaaa,  but  tha  CooMittaa  might  appraciata  aoaa  aora 
currant  onaa. 


EXAMPLB  tl  -  DBPAICTIEHT  QF  THE  HAVTt  EPICYCUC  RFP;  Tha 
Dapertaant  ot  tha  Navy  will  ahortly  iaaua  an  Raquaat  tor  Fropoaal 
(RFP)  for  advancad  gaaring  syatana  for  aubmarinaa  and  tha  SHATH, 
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a  tvin  hull  hydcofoil  craft.  Spaclflcally,  th«  Navy  ia  saaJcing 
tachnology  for  tha  davelopnent  of  aplcycllc  gaar  Bystaaa  for  thaaa 
mariiM  drlvas.  Baprasantatlvas  of  tha  Havy  hava  atatad  that 
raapoiuaa  t«  tha  RFP  vill  ragulra  tha  Drlj»  contractor  to  contract 
with  a  toralgn  Bourea  for  daalgn  aitpartlaa.  praauaably  Caraan.  Tha 
RFP  will  than  raqulra  thaaa  systaaa  to  ba  built  by  a  doaaatlc 


Tha  Navy 'a  poaition  obviously  aaauaas  tb»  lack  of  Uila  daaign 
capability  within  tha  kMarican  gaar  industry  -  a  patantly  incorract 
aaaumption.  A  nuabar  of  Aaarican  gaar  conpanlaa  do  hava  tha  daaign 
capability.  Tha  tachnology  bahind  thia  "high  danaity  gaaring"  has 
baan  intamatlonally  known  for  a  nuabar  of  yaars. 

Tha  inclusion  of  this  raquiramant  in  an  KFP  ia  anoUiar  axaa^la 
of  tha  Mavy'a  mlaguidad  infatuation  wiUi  allagad  aupariority  in 
Garaan  gaar  tachnology.  Another  axaapla  oC  .  Uiis  is  that  tha 
Dapartaant  of  tha  Navy  sand  its  gaar  procuraaant  -of  f  icara  to  tha 
Univarsity  of  Munich  for  two  yaar  Indoctrination  in  gaar  dasign.* 
Daapite  tha  Havy'a  inprassion,  tha  U.S.  acadaaic  couaunity  and  tha 
doaaatic  gaar  industry  is  fully  capabla  of  aduoating  tha  Navy's 
parsonnal  and  conducting  appropriata  raaaarcb. 

If  tha  Navy  ia  oanuinaly  concamad. about  saintananca  of  tha 
country's  Dsfansa  Production  Bass  capabilitiaa  for  aarina  gaaring, 
it  saaas  it  ia  about  tias  thay  bagan  to  support  tha  doaaatic  baaa 
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and  atop  patronizing  tha  wirkating  cxpartlM  of  out  Ganun 
countarparts . 

EXAMPLE  12  -  THB  ngPMTItBMT  OF  THE  UOn'S  ALL-TERRAIM  VESLCtXi 
Tha  prina  contract  for  tha  Any '  a  "Humur"  was  awardad  to  AM 
Ganarsl,  trtiich  In  turn  aubcontractad  tha  nanufactura  of  single 
raduction  spur  gaar  whaal  hub  drivas.  The  nil-apac  for  thasa  gaar 
boxaa  raquirad  apacial  Banufacturing  capabilitlaa.  Tha  auboontract 
for  tha  Humar  gaar  boxaa  vas  approxiaataly  $40  Billion  ovar  the 
length  of  this  projact. 

In  1986,  over  9o  parcant  of  this  gaaxing  was  baing  supplied 
by  Japanasa  and  Spanish  gaar  Banutacturars.  Hhan  AH  Ganaral 
axparlenced  difficulty  in  obtaining  theaa  gaar  drives,  it 
approached  Anorlcan  gear  manufacturers  as  suppliers  of  these 
coBponants.  On  tha  basis  of  thasa  coHMitBants,  at  least  two  AGHA 
BSBbers  spent  Billions  of  dollars  tor  state-of-the-art  capital 
equipment  to  provide  tha  gears  needed.  But  today,  beceuse  of  AH 
General's  constant  vacillation  between  foreign  end  domastlc 
suppliers,  and  frequent  changes  in  tha  delivery  requireBents,  these 
American  coBpanles  have  been  forced  to  liquidate  their  InvastBsnts 
in  tooling  and  Bachlning,  lay  off  skilled  eq^loyees,  end  wiUidraw 
as  suppliers  for  this  contract. 

One  company's  experience  will  illustrate  the  point.  To 
participate  In  the  Hummer  contract,  this  firm  purchased  several 
specialized  machines  and  tha  tooling  required  for  the  production 
of  these  gear  assemblies.  Allocations  of  production  personnel  and 
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otbar  corporate  raaourcas  v«r«  nada  to  accoBBOdata  what  was  a 
sizabla  parcentage  of  tha  coapanlaa  production  capacity.  Than  tha 
problana  atartad. 

Firat  caaa  raquaata  to  poatpona  dalivariaa  -  ona  lapaa  laatad 
tor  an  antira  two  Montba.  Theaa  pariods  were  alternated  with 
requests  for  extramely  hlcrh  levels  of  deaand,  which  ware  at  times 
BO  percent  above  tha  supplier's  capacity.  The  cauaaa  of  these 
awinga  in  demand  was  partially  because  of  AM  General  labor 
probieaa,  but  another  significant  contribution  was  reliance  of 
foreign  sources.  Driven  priaarily  by  price  considerations,  AM 
General  constantly  "whip  sawad"  AMarican  suppliars  with  demands  tor 
lower  and  lower  prices.  AM  General  frequently  switched  to  foreign 
sources,  and  only  when  it  encountered  delays  in  product  deliveries 
did  it  return  to  the  doBaatic  auppliers. 

This  rapid  switching  batwaen  "feast  and  faaine"  played  havoc 
with  work  forces,  causing  alternating  layoffs  and  forced  overtime. 
Similarly,  caah  flow  deawnda  (to  meet  the  payments  for  the  capital 
equipment  purchasaa)  became  overburdening.  The  and  result  was  that 
this  coi^any  withdraw  as  a  supplier  base  for  this  defense  systaa. 

Due  to  these  problems,  Aanrican  manufacturing  capability  for 
this  item  is  being  abandoned.  It  is  AGHA's  understanding  that  the 
sole  source  for  this  gear  coq>onent  is  the  Tremec  Cciqtany  <in 
Heicico) .  Aa  of  tha  first  week  of  May,  once  again  shipiwnts  of 
thase  coiq>onants  ware  behind  schedule  tor  delivery  to  AN  General. 

BXAMPLE  13  -  THE  C.B.  T-700  JBT  BMalim!   This  advanced  technology 
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jat  angina  tor  th«  Blaclchawk  and  Apach*  helicopters  was  davelopad 
through  a  ]olnt  gov*mn*nt/ General  Electric  contract.  Included  in 
the  design  are  high  precision,  high  performance  spiral  bevel  gears. 
A  necessary  part  of  the  Banutacturing  process  is  the  reguirenent 
for  a  "nastai:  gear"  against  which  all  production  gears  are 
coppered.  G.E.  Bade  available  only  two  of  these  "aaster  gears'  and 
thereby  limited  the  production  to  only  tvra  subcontracting 
coapanies.  Reliable  sources  indicate  that  only  one  of  these 
"master  gears"  is  to  be  found  within  North  America  -  the  second  has 
been  provided  to  an  otf-ahore  source,  believed  to  be  Agusta  in 
Italy.  The  one  U.S.  firm  with  ■  "aaster  gear"  has  received  such 
a  small  percentage  of  the  total  orders  that  it  is  now  laying  oft 
eaployees . 

Again,  the  aanutacturing  base  of  this  country  is  being 
directly  eroded  by  the  procurement  policies  of  the  Defense 
Departaent,  and  its  lack  of  control  over  its  prime  contraotora. 
It  multiple  sui^liers  are  needed  to  assure  competitive  prices,  a 
second  American  source  could  have  bean  utillzad.  Having  a  second 
American  source  would  also  assure  continuation  of  the  appropriate 
manutacturing  capabilities  within  the  Defense  Industrial  Base. 

These  are  but  a  tew  of  the  cases  which  clearly  Illustrate  the 
current  impact  of  procurement  policies  In  undermining  the  Defense 
Production  Base  ot  thia  country,  of  which  the  gaar  industry  is  a 
crucial  part.  Because  this  Is  happening  below  the  level  of  prima 
contractors,  this  problem  is  going  unnoticed  by  Congress  and 
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•ncouragad  by  th«  Dat«na«  D«partB«nt. 

Maa  hop«a  this  hoariner  will  l*ad  to  a  correction  of  these 
problcns  in  this  yoar's  ra-authorisation  of  tb«  Dafansa  Production 
Act.  As  stated  tvo  years  ago  in  Hr.  Lovry's  testiaony,  ASMA 
racoamands  tha  following: 

I.   SBQOiRX  Tn  DiPXSTxnr  OF  mraui  to  abxdi  by 

IZISTXVa     IMTEnnTIONMi    TSASI     UUW     ZM     ITS     PROCDRBKnT 


II.    mcouMun  obi  or  DottisTie  aum>ziu,  nutncouutLT 


Ztl.  XlQDIRl   AM   ICOMOlfXC   ZXVXCT   BTAtSKniT   BT   TSB 

coantACTiiia  agbkct  hvou  AiAsoiKa  a  oimsB  compokhr 

r  TO  A  I 


IT.      AKALXSI   m   COSTS    IMCUIUaD   IN   ZNPOSIKO    TIDIKAL 
ACCOUMTIIM    PIOCIDOUB    OB    BHALL   BUBmBB,     UO    OKAS 


ACHA  appraclatas  thla  opportvmity  to  onca  again  present  c 
concerns  before  Utls  subcmndttaa.  Thank  you. 
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DEFENSE  PRODUCTION  ACT  OF  1950, 
AS  AMENDED 


This  Act,  divided  into  tillfs,  may  be  cited 
as  "tbe  E>efeiise  Production  Act  of  1950.  (SO 
U.S.C  >^.  2061) 

TABLE  OF  CONTENTS 

Title    I— Priorities  and  aUocations. 

Title  II— AuthoriQ  to  requisition  and  con- 


Title  m— Expansion  of  productive  capacity 
and  supply. 


Title  IV-Price  and  wage  stabilization. 
Title  V-Setdemem  of  labor  disputes. 


Title  VQ— General  provisions. 

DECLARATION  OF  POUCY 

Sec.2.Inviewofthepresenl  international 
situation  and  in  order  to  provide  for  the 
national  defense  and  national  security,  our 
mobilization  effort  continues  to  require 
some  diversion  of  certain  materials  and 
facilities  &om  civilian  use  to  military  and 
related  purposes.  It  also  requires  the 
development  of  preparedness  programs  and 


the  expansion  of  productive  capsd^  and 
supply  beyond  the  levels  needed  to  meet  the 
civilian  demand,  in  order  to  reduce  tbe  time 

required  for  full  mobilization  in  the  event  of 
an  attack  on  the  United  States  or  to  respond 
to  actions  occurring  outside  of  tbe  United 
States  which  could  result  in  tbe  termination 
or  reduction  of  the  availability  of  strategic 
and  critical  materials,  including  energy,  and 
which  would  adversely  affect  the  national 
defense  preparedness  of  the  United  States. 
In  order  to  insure  the  national  defense 
preparedness  which  is  essential  to  national 
security,  it  is  also  necessary  and  appropriate 
10  assure  domestic  energy  supplies  for  na- 
tional defense  needs. 

In  order  to  insure  productive  capad^  in 
the  event  of  such  an  attack  on  the  United 
States,  it  is  the  policy  of  the  Congress  to 
encourage  tbe  geographical  dispersal  of  the 
industrial  facilities  of  tbe  United  States  in 
the  interest  of  the  national  defense,  and  to 
discourage  tbe  concentration  of  such 
productive  faciUlies  within  limited 
geographical  areas  which  are  vulnerable  to 
attack  by  an  enemy  of  tbe  United  States.  In 
the  constructian  of  ai^  Govemment-owned 
bdustrial  facilities,  in  the  rendition  of  any 
Government  financial  assistance  for  tbe  con- 
struction, expansioa  or  in^rovemenl  of  a:^ 
industrial  facilities,  and  in  the  procurement 
of  goods  and  services,  under  this  or  any  other 
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Act,  each  depanment  and  agency  irf  the  Ex- 
ecutive Branch  shall  i^iy,  under  the  coor- 
dination of  the  Office  of  Defense 
Mobilization,  when  practicable  and  coniis- 
tent  with  existiDg  law  and  the  desirability  for 
mninfainiiig  a  sound  economy,  the  princ^ 
of  the  geographical  dispersal  of  such 
fodlitict  in  the  interest  of  national  defeiue. 
Nothing  contained  in  thii  paragrq>h  shall 
preclude  the  use  of  existing  industrial 
facilities.  (50  U^.C  App.  2062) 


Section  101.  (a)  Hie  President  is  hereby 
authorized  (1)  to  require  that  performance 
under  contracts  or  orders  (other  than  con- 
tracts of  employment)  which  be  deems 
necessary  or  appropriate  to  promote  the  na- 
tional defense  shall  take  priority  over  perfor- 
mance under  any  other  contract  or  order, 
and  for  the  purpose  of  assuring  such  priority, 
to  require  acceptance  and  performance  of 
sudi  contracts  or  orders  in  preference  to 
other  contracts  or  orders  by  ai^  person  he 
finds  to  be  enable  of  their  peifonnance,  and 
(2)  to  allocate  materials  and  &cilitles  in  such 
manner,  upon  such  conditions,  and  to  such 
extent  as  he  shall  deem  necessary  or  ap- 
propriate to  promote  the  national  defense. 

(b)  The  powers  granted  in  this  section 
shall  not  be  used  to  control  the  general  dis- 
tribution of  any  material  in  the  civilian 
market  unless  the  President  finds  (1)  that 
such  material  is  a  scarce  and  critical  material 
essential  to  the  national  defense,  and  (2)  that 
the  requirements  of  the  national  defense  for 
such  material  caimot  otherwise  be  met 
without  creating  a  significant  dislocation  of 


the  normal  distribotion  (rf  ludi  material  in 
the  civilian  market  to  ludi  a  degree  as  to 
create  qjpredable  hardship. 

(c)(1)  Notwithstanding  any  other 
provisioo  (^  this  Act,  the  Preiidem  mqr,  by 
nile  or  order,  require  the  allocation  oC  or  the 


dets  (other  than  contracts  of  enqylaymeot) 
relating  to,  supplies  of  mateilali  and  equ4>- 
ment  in  order  to  maximize  dtmiestic  energy 
supplies  if  he  makes  the  findings  required  by 
paragr^h  (3)  of  tlui  subsection. 

(2)  The  President  shall  report  to  the 
Congress  within  six^  d^  after  the  date  of 
enactment  of  this  sabse^ion  on  the  numner 
in  which  the  authority  "Wfi"^  in  para- 
graph (1)  will  be  adminictered.  TUs  T«pott 
shall  include  the  maimer  in  whidi  allontioiit 
will  be  made,  the  procedure  (or  requests  and 
appeals,  the  criteria  for  determining 
priorities  as  between  coiiq)eting  requests, 
and  the  office  or  agency  which  will  ad- 
minister  sudi  authorities. 

(3)  Hie  authori^  granted  in  this 
subsection  may  not  be  used  to  require 
priori^  performance  of  contracts  or  oiilers, 
or  to  control  the  distribution  of  ai^  supplies 
of  materials  and  equipment  in  the 
marketplace,  unless  the  President  finds  tbai- 


(i)  exploration,  production. 
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(iii)  tor  the  o 
mainlcnance  of  energy  Polities;  and 

(B)  maintenance  or  fiinheraiice 
of  exploration,  production,  refining, 
transportation,  or  conservation  of  energy 
supplies  or  the  construction  and  main- 
tenance of  energy  facilities  cannot  reasonab- 
ly be  accomplisbed  without  exercising  the 
authority  specified  in  paragraph  (1)  of  this 
sid»ectioa 

(4)  During  any  period  when  the 
authority  conferred  by  this  subsection  is 
being  exercised,  the  President  shall  take 
such  action  as  m^  be  appropriate  to  assure 
thai  such  authority  is  being  exercised  in  a 
manner  which  assures  the  coordinated  ad- 
ministration of  such  authority  with  any 
priorities  or  allocations  established  under 
subsection  (a)  of  this  section  and  in  effect 
during  the  same  period.  (SO  U.S.C  App. 
2071) 

Set^  102.  In  order  to  prevent  hoarding,  no 

person  shall  acciunulate  (1)  in  excess  of  the 
reasonable  demands  of  business,  personal, 
or  home  consumption,  or  (2)  for  the  purpose 
of  resale  al  prices  in  excess  of  prevailing 
market  prices,  materials  wbich  have  been 
designated  by  the  President  as  scarce 
materials  or  materials  the  supply  of  wbich 
would  be  threatened  by  such  accumulation. 
The  President  shall  order  published  in  the 
Federal  Register,  and  in  such  other  maimer 
as  he  may  deem  appropriate,  every  designa- 
tion of  materials  the  accumulation  of  which 
is  unlawful  and  any  withdrawal  of  such  desig- 


nation. Id  making  such  designations  the 

President  may  prescribe  such  conditions 
withrespect  to  the  accumulationof  materials 
in  excess  of  the  reasonable  demands  of  busi- 
oess,  peisoiud.  oi  home  consumption  as  be 
deems  necessary  to  cany  out  the  objectives 
of  this  AcL  The  section  shall  not  be  con- 
strued to  limit  the  authority  contained  in 
sections  101  and  704  of  this  Act.  (50  U.S.C 
Ami.  2072) 

Sec.  103.  Ai^  person  who  willful^  per- 
forms any  act  prohibited,  or  willfully  falls  to 
perform  any  act  reqtiired,  by  the  provisions 
of  this  title  or  ai^  rule,  regulation,  or  order 
thereunder,  sball,  upon  conviction,  be  fined 
not  more  than  S  10,000  or  imprisoned  for  not 
more  than  one  year,  or  both.  (SO  U.S.C  ^p. 
2073) 

Sea  104.  [The  authority  contained  in  this 
section  was  added  by  the  Defense  Produc- 
tion Act  Amendments  of  1951, 65  State.  132, 
July  31, 19S1.  Hie  authority  was  terminated 
at  the  close  of  June  30, 1953,  by  section  H  of 
the  Defense  Production  Act  Amendmentsof 
1953, 67  Stat  131] 

Sec.  105.  Notbing  in  this  Act  shall  be  con- 
strued 10  authorize  the  President  to  institute, 
without  the  approval  of  the  Congress,  a  pro- 
gram for  the  rationing  of  gasoline  among 
classes  of  end-users.  (50  U.S.C.  App.  2075) 

Sec  106.  For  purposes  of  this  Act,  'ener- 
gy' shall  be  designated  as  a  strategic  and 
critical  material"  after  the  date  of  the  enact- 
ment of  this  section.  Provided,  that  no 
provision  of  this  Act  shall,  by  virtue  of  such 
designation- 
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(1)  grant  ai^  new  direct  or  indiiect 
authtxi^  to  the  President  for  the  mandatory 
allocation  or  pricing  of  any  fuel  or  feedstock 
(including,  but  not  limited  to,  crude  oil, 
residual  fuel  oil,  any  refined  petroleoni 
product,  natural  gas,  or  coal)  or  electricity  or 
any  other  form  of  energy;  or 

(2)  grant  any  new  direct  or  indirect 
anthortty  to  the  President  to  engage  in  the 
production  of  energy  in  any  manner  what- 
soever (such  as  oil  and  gas  exploration  and 
development,  or  any  energy  facility  con- 
struction) except  as  expressly  provided  in 
section  305  and  306  for  synthetic  fuel 
production.  (50  U.S.C  .^.  2076) 


[Hie  authority  to  condenm  was  added  by 
section  102  of  the  Defense  Production  Act 
Amendmentt  of  1951, 65  Stat.  U2-133.  July 
31,  19S1.  Hie  title  was  terminated  at  the 
close  of  July  30;  1953,  by  section  of  the 
Defense  Production  Act  Amendments  of 
1953, 67  SUL  131,  June  30, 1953] 


Sec  301.  (a)(l}  In  order  to  expedite 
produetioa  and  deliveries  or  services  under 
Oomnnnent  contracts,  the  President  m^ 
anttaorixe,  lubjeci  to  such  regulations  as  he 
m^  prescribe,  the  Department  of  DefbDK, 
the  Department  of  Enei^,  the  Depaitment 
(^Commerce,  and  such  other  agencies  of  the 
United  States  engaged  in  procurement  for 
the  national  defense  as  he  may  designate 
(hereinafter  referred  to  as  'guaranteeing 


agencies'),  without  regard  to  provisions  of 
law  relating  to  the  maUng  performance, 
amendment,  or  modification  of  contracts,  to 
guarantee  in  whole  or  in  part  any  public  or 
private  financing  institution  (including  any 
Federal  Reserve  bank),  by  commitment  to 
purchase,  agreement  to  share  losses,  or 
otherwise,  against  loss  of  principal  or  inter- 
est on  any  loan,  discount  or  advance,  or  on 
ai^  commitment  in  connection  therewith, 
which  may  be  made  by  such  fitmnfing  institu- 
tion for  the  purpose  c^  financing  any  contrac- 
tor, subcontractor,  or  other  person  in 
connection  with  the  peifbnnance  of  ttoy  con- 
tract or  other  operation  deemed  by  the 
guaranteeing  agency  to  be  necessary  to  ex- 
pedite production  and  deliveries  or  services 
under  Government  contracts  for  the 
procurement  of  materials  or  the  perfbr- 
mance  of  services  for  the  national  defense, 
or  for  the  purpose  of  financing  any  contrac- 
tor, subcontractor,  or  other  person  in  coit- 
nection  with  or  in  contemplation  of  the 
terminatian  in  the  interest  of  the  United 
States,of  any  contract  made  for  the  national 
defense;  but  no  small-business  concern  (as 
defined  in  section714(a)(1)of  this  Act)  Shan 
be  held  ineligible  for  the  issuance  of  such  a 
guaranty  by  reason  of  alternative  sources  of 
supply. 

(2)  Except  as  provided  in  sectioa 
305  and  section  306,  no  authority  contained 
in  section  30 1, 302,  or  303  may  be  used  in  any 


(A)  in  the  development,  produc- 
tion, or  distribution  of  synthetic  fuel; 


(B)foraiV5yntlieiic fuel  project; 
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(Q  to  assist  any  person  foi  tbe 
piupose  of  piDviding  goods  or  services  10  a 
^ndietic  fuel  project,  or 

(D)  to  provide  any  assistance  to 
ai^  person  for  the  piudiase  of  synthetic  fuel 

(3)  Except  during  periods  of  nation- 
al emergency  declared  by  the  Congress  or 
the  President,  a  guarantee  may  be  entered 
into  under  this  section  only  if  the  President 
determines  that— 

(A)  the  guaranteed  contract  or 
operation  is  for  a  material  or  tbe  peifor- 
mance  of  a  service,  which  is  essential  to  the 
national  defense. 

(B)  Without  the  guarantee, 
Uniied  States  industiy  cannot  reasonably  be 
ejected  to  provide  tbe  capability  for  the 
needed  material  or  service  in  a  time^  man- 


(Q  the  guarantee  is  the  most 
cost-e&ective,  eqwdient,  and  practical  alter- 
native for  meeting  the  need  involved  and, 

(D)  the  United  States  national 
defense  demand  is  equal  to,  or  greater  than, 
the  output  of  domestic  industrial  capability 
which  Ae  President  reasonab^  determines 
to  be  available  for  national  defense,  includ- 
ing the  output  to  be  established  through  the 
guarantee. 

(b)  Any  Federal  agency  or  any  Federal 
Reserve  bank,  when  designated  by  the  Presi- 
dent, is  hereby  authorized  to  act,  on  behalf 
of  any  guaranteeing  agen^,  as  fiscal  agent  of 
tbe  United  Stales  in  the  nuddog  of  such  con- 


tracts (rf  guarantee  and  in  otherwise  carrying 
out  the  purposes  of  this  sectioiL  All  such 
funds  as  may  be  necessaiy  to  enable  aiqr  such 
fiscal  agent  to  carry  out  any  guarantee  made 
by  it  on  behalf  of  ai^  guaranteeing  agency 
shall  be  supfdied  and  disbursed  by  or  imdei 
authority  Eromsudi  guaranteeing  agency.  No 
such  fiscal  agent  shall  have  ai^  re^Kmsibility 
or  accountabili^  except  as  agent  in  taking 
any  action  pursuant  to  or  under  authority  of 
tbe  provisions  of  this  sectloiL  Each  such  fis- 
cal agent  shall  be  reimbursed  by  each 
guaranteeing  agency  for  all  expenses  and  los- 
ses incurred  by  such  fiscal  agent  in  acting  as 
agemon  behalf  of  such  guaranteeing  agenqr, 
including  among  such  expenses,  not- 
withstanding any  other  provision  of  law,  at- 
torneys fees  and  expenses  of  UtigatioiL 

(c)  All  actions  and  operaticHis  of  such 
fiscal  agents  under  authority  of  or  pursuant 
to  this  section  shall  be  subject  to  the  super- 
vision of  the  {Resident  aiul  to  such  regula- 
tions as  he  msqr  prescribe  and  the  President 
is  authorized  to  prescribe  either  specifically 
or  by  maximum  limits  or  otherwise  rates  oC 
interest,  guarantee  and  commitment  fees 
and  other  charges  which  m^  be  made  in 
connection  with  loans,  discoimts,  advances, 
or  commitments  guaranteed  by  the  guaran- 
teeing agencies  through  such  fiscal  agents, 
and  10  prescribe  regulations  governing  the 
forms  and  procedures  (which  shall  be 
uniform  to  the  extent  practicable)  to  be  util- 
ized in  connection  v/iih  sudi  guarantees. 

(d)  Each  guaranteeing  agency  is 
hereby  authorized  to  use  for  the  purposes  of 
this  section  ai^  funds  which  have  heretofore 
been  appropriated  or  allocated  or  which 
hereafter  nii^  be  apprqiriated  or  allocated 
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b)  it,  or  which  are  or  may  become  aviikble 
to  It,  for  sudi  puiposes  or  for  tbe  purpose  of 
meeting  the  oeceasities  of  the  natianal 


(eKlKA.)ExoqK  Airing  period!  of  na* 
titHiBl  emergenqr  dedaied  by  the  Cragreu 
or  tbe  Preiideiu,  a  gnarantee  mqr  be  made 
under  tbii  section  only  if  the  Industrial 
icsouFce  shon&ll  ^rindi  sodi  guarantee  is 
Intended  to  cmect  has  been  Identified  in  the 
Budgetof  tbe  United  States,  or  amendments 
thereto,  submitted  to  tbe  Congress,  accom- 
panied by  a  statement  from  the  President 
demonstrating  that  tbe  budget  submission  is 
in  acccKdance  with  the  provisions  of  subsec- 
tloii  (aK3)  of  this  section. 

(B)  Any  such  guarantee  may  be 
made  only  after  60  d^  have  elapaed  after 
ndi  industrial  resource  sbortfsll  has  been 
identified  pursuant  to  subparagrqih  (A). 

(C)  If  tbe  making  of  any  guaran- 
tee ex  guarantees  to  correct  an  industrial 
resourcesbortfoll  would  cause  tbe  aggregate 
outstanding  amount  of  all  guarantees  for 
sudi  industrial  resource  sbortbll  to  exceed 
S25,000,00Qt  tatf  such  guarantee  or  guaran- 
tees may  be  made  only  if  specifically 
authorized  by  law. 

(2)  Tlie  authority  conferred  by  this 
lectkxi  shall  not  be  used  prioiari^  to  prevent 
tbe  Snancialinsolvenqr  or  bankruptcy  of  any 


(A)  tbe  President  certifies  that 
tbe  iniolveDcy  or  bankrupt^  would  have  a 
direct  and  substantially  advene  effect  upon 
defense  production;  and 


(B)  a  copy  of  su 
together  with  a  detafledjustificaiicNi  tbereot 
is  transmitted  to  tbe  Congress  and  to  the 
Coounittees  on  Banking  and  Currency  of  the 
reifiective  Houses  at  least  ten  days  prior  to 
tbe  exeidse  ^  that  authority  for  such  use. 
(50UACApp.2091) 

Sec.  302.  (a)  To  expedite  production  and 
deliveries  or  services  to  aid  in  carrying  out 
Government  contracts  for  tbe  procurement 
of  materials  or  the  performance  of  services 
for  the  national  defense,  tbe  President  m^ 
make  provisions  for  loans  (indnding  par- 
ticipations, or  guarantees  of,  loans)  to 
private  business  enterprises  (induding  re- 
search corporations  not  organized  for  profit) 
for  the  aqnmsion  of  cspadty,  tbe  develop- 
ment of  technological  processes,  or  the 
production  of  essential  materials,  induding 
tbe  eiqiloration,  development,  and  mining  of 
stiatcsic  and  critical  metals  and  minerals, 
and  manufacture  of  newsprim. 

(b)  Sudi  loans  may  be  made  without 
regard  to  the  limitationB  of  existing  law  and 
on  sucfa  terms  and  conditions  as  the  Presi- 
dent deems  necessaiy,  except  that— 

(1)  financial  assistance  may  be  ex- 
tended onfy  to  the  extent  that  it  is  not  other- 
wise available  on  reasonable  terms;  and 

(2)  except  during  periods  of  nation- 
al emergen^  dedared  by  the  Congress  or 
tbe  President,  no  such  loan  may  be  made 
unless  the  President  determines  that- 


(A)  the  loan  is  for  the  a . 
of  capadty,  the  development  of  a  technologi- 
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(B)  without  the  loan.  United 
States  indiutiy  cannot  reasonably  be  ex- 
pected b)  provide  the  needed  cqwdty,  tech- 
ooki^cal  procesBcs,  or  materials  in  a  tiniely 


(C)  the  loan  is  the  most  cost-ef- 
fective, expedient  and  practical  alternative 
method  for  meeting  the  need,  aitd 

(D)  the  United  States  national 
defense  demand  is  equal  to,  or  greater  than 
domestic  industrial  capabili^  which  the 
heiident  leasoiiably  determines  to  be  avail- 
able tot  natioBal  defense,  including  the  out- 
put to  be  established  through  the  loan. 

(c)(1)  No  such  loans  may  be  made 
under  this  section,  eiicept  during  periods  of 
national  emergency  declared  by  the  Con- 
gress or  the  President,  unless  the  industrial 
resource  shortfall  which  such  loan  is  in- 
tended to  coirect  has  been  identified  in  the 
Budget  of  the  United  States,  or  amendments 
thereto,  submitted  to  the  Congress,  accom- 
panied by  a  statement  from  the  President 
demonstrating  that  the  budget  submission  is 
in  accordance  with  the  provisions  of  subsec- 
tion (b)(2)  of  this  sectioiL 

(2)  Any  such  loan  m^  be  made  only 
after  60  days  have  elapsed  after  such  in- 
dustrial resource  shortfall  has  been  iden- 
tified pursuant  to  paragraph  (1). 

(3)  If  the  making  of  any  loan  or 
loans  to  corrected  an  industrial  resource 
shortfall  would  case  the  aggregate  outstand- 


ing amoimt  of  all  loans  for  such  ir 
resource  shortfall  to  exceed  S25,000,00at  ai^ 
such  loan  or  loans  may  be  made  only  If 
^wcifically  authorized  by  law.  (50  U.S.C 
App.2092) 

Sec  303.  (a)  To  assist  in  carrying  out  the 
objectives  of  this  Act,  the  President  may 
make  provision  (1)  for  purchases  of  or  oom- 
mitments  to  purchase  metals,  minerals,  and 
other  niateriaU,  for  Government  use  or 
resale;  and  (2)  for  the  encouragement  of 
coloration,  development,  and  mining  of 
critical  and  strategic  materials,  metals,  and 
materials.  Provided  however.  That  pur- 
chases for  resale  under  this  subsection  shall 
not  include  that  part  of  the  supply  of  an 
agricultural  commodity  which  is  domestical- 
ly produced  except  insofar  as  such  domesti- 
cally produced  supply  may  be  purchased  for 
resale  for  industtial  use  or  stockpiling  and 
no  conmiodity  purchased  under  this  subsec- 
tion shall  be  sold  at  less  than  the  established 
ceiling  price  for  such  commodity  (except  that 
minerals,  metals,  and  materials  shall  not  be 
sold  at  less  than  the  established  ceiling  price, 
or  the  current  domestic  market  price,  . 
whidiever  is  lower),  or,  if  no  ceiling  price  has 
been  established,  the  higher  of  the  fallowing: 
(i)  The  current  domestic  market  price  for 
such  commodity,  or  (ii)  the  minimum  sale 
price  established  for  agricultural  com- 
modities owned  or  controlled  by  the  Com- 
modity Credit  Corporation  as  provided  in 
section  40?  of  Public  Law  430,  S  1st  Congress: 
Provided  further,  however,  that  no  purchase 
or  commitment  to  purchase  any  inqxvted 
agricultural  conmiodi^shall  be  made  calling 
for  delivery  more  than  one  year  after  the 
ejqnration  of  this  act. 
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Eicept  during  periods  of  national 
emergency  dedaied  by  the  Congress  or  Ibe 
President,  the  President  may  not  execute  a 
contract  under  this  subsection  unless  the 
President  detennines  that— 


(2)  without  Presidential  action 
under  authority  of  this  sectioa,  United  States 
tndustiy  cannot  reasonably  be  expected  to 
provide  the  capability  for  the  needed 
mineral,  metal,  or  material  in  a  timely  man- 


(3)  purchases,  purchase  commit- 
ments, or  other  action  pursuant  to  this  sec- 
tion are  the  most  cost-effective.  eiq>edient. 
and  practical  alternative  method  for  meeting 
the  need;  and 

(4)  the  United  States  national 
defense  demand  for  the  mineral,  metal,  or 
material  is  equal  to,  or  greater  than  the  out- 
put of  domestic  industrial  capalrili^  vMeh 
the  President  reasonably  determiiies  to  be 
available  for  national  defense,  induding  the 
output  to  be  established  through  the  pur- 
chue,  purchase  commitment,  or  other  ac- 

Except  during  the  periods  of  national 
emergency  declared  by  the  Congress  or  the 
President,  the  President  shall  take  no  action 
under  authori^  of  this  section  unless  the 
industrial  resource  shortfall  whi^  such  ac- 
tion is  intended  to  correct  has  been  iden- 
tified in  the  Budget  of  the  United  States,  or 
amendments  thereto,  submitted  to  the  Con- 
gress accompanied  by  a  statement  &om  the 


President  demonstrating  that  the  budget 
submission  is  in  accordance  with  the 
prrtvisioni  of  the  preceding  sentence.  Ai^ 
such  action  may  be  taken  onfy  after  60  dqrs 
have  el^Med  after  such  i&diKtrial  resource 
shortfUl  bat  been  Identified  puisuant  to  the 
preceding  senteitoe.  If  the  taJdng  of  atqr  ac- 
tion or  actions  under  authority  <rf  this  section 
to  correct  an  industrial  resource  short&H 
would  cause  the  aggregate  outstanding 
amount  of  all  such  actions  for  such  industrial 
resource  shortM  to  exceed  $25,000,000,  ai^ 
such  action  or  actions  may  be  taken  onfy  it 
specifically  aulhoiized  by  law. 

(b)  Subject  to  the  limitations  in  subsec- 
tion (a),  purdiases  and  commitments  to  pur- 
chase and  sales  under  such  snbsectlon  may 
be  made  without  regard  to  the  limitations  of 
existing  law,  for  such  quantities,  and  on  such 
terms  and  conditioni,  including  advance 
quantities,  and  on  such  terms  and  conditions, 
including  advance  p^ments,  and  for  such 
periods,  but  not  extending  beyond  Septem- 
ber 30, 1995,  as  the  Preddent  deems  neces- 
sary, except  that  purchases  or  eommitnients 
to  purchase  involving  higher  than  estab- 
lished ceiling  prices  (or  if  there  be  no  estab- 
lished ceiling  prices,  currently  prevailing 
market  prices)  or  anticipated  loss  on  resale 
shall  not  be  made  unless  it  is  determined  that 
supply  of  the  materials  could  not  be  effec- 
tively increased  at  lower  prices  or  on  terms 
more  favorable  to  the  Government,  or  that 
such  purchases  are  necessary  to  assure  the 
availability  to  the  United  States  of  overseas 
supplies. 

(c)  If  the  President  Snds- 
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(1)  thai  under  generally  &ir  equi- 
table ceiling  prices,  for  anf  nw  or  non- 
processed  material,  cbere  will  result  a 
decrease  in  supplies  from  high-cost  sources 
(tf  such  material,  and  that  the  contiiiuation  of 
saiAi  supplies  is  necessary  to  carry  out  the 
objectives  of  the  act;  or 


(2)  that  i 

transportation  is  temporary  in  character  and 
threatens  to  impair  maximum  production  or 
supply  in  any  area  at  stable  prices  of  any 
materials,  be  may  make  provision  for  subsit^ 
payments  on  any  such  domestically 
produced  material  other  than  an  agricultural 
commodity  in  such  amoimts  and  in  such 
manner  (including  purchases  of  such 
material  and  its  resale  at  a  loss  without 
regard  to  the  limitations  of  existing  law),  and 
on  such  terms  and  conditions,  as  he  deter- 
mines to  be  necessary  to  insure  that  supplies 
from  such  high-cost  sources  are  continued, 
or  that  nuurimum  production  or  supply  in 
such  area  at  stable  prices  of  such  materials  is 
maintained  as  the  case  may  be. 

(d)  The  procurement  power  granted  to 
the  President  by  this  section  shall  include  the 
power  to  transport  and  store  and  have 
processed  and  refined  any  materials 
procured  under  this  sectioiL 

(e)  When  in  bis  judgement  it  will  aid 
the  national  defense  the  President  is 
authorized  to  install  additional  equipment, 
facilities,  processes,  or  improvements  to 
plants,  factories,  and  other  industrial 
facilities  owned  by  the  United  States 
Government  and  to  install  Govenmieni 
owned  equipment  in  plants,  factories,  and 


the  industrial  facilities  owned  by  private  per- 


(f)  Notwithstanding  any  other 
provision  of  law  to  the  contraiy,  metali, 
minerals,  and  materials  acquired  pursuant  to 
the  provisions  of  this  section  whidi,  in  the 
judgment  of  the  President,  are  excess  to  the 
needs  of  programs  under  this  act,  shall  be 
transferred  to  the  National  Defense  Stock- 
pile established  by  the  Strategic  and  Critical 
Materials  Stock  Piling  Act  (50  VS.C.  98  et 
seq.)  when  the  President  deems  such  action 
to  be  in  the  public  interest.  Transfers  made 
pursuant  to  this  subsection  shall  be  made 
without  charge  against  or  reimbursement 
from  fimds  E^ropriated  for  the  purposes  of 
such  Act,  except  thu  costs  incident  to  such 
transfer  other  than  acquisition  coats  incident 
to  such  transfer  other  than  acquisition  code 
shall  be  paid  or  reimbursed  from  such  funds 
and  the  acquisition  costs  of  such  metals, 
minerals,  and  materials  transferred  shall  be 
deemed  to  be  net  losses  incurred  by  the 
transfeiring  agency  and  the  notes  payable 
issued  to  tbe  Secretary  of  the  Treasury  rep- 
resenting the  amounts  thereof  shall  be  can- 
celled. Upon  the  cancellation  of  a:^  sudi 
notes  the  aggregate  amount  of  borrowing 
which  m^  be  outstanding  at  ai^  one  time 
under  section304(b)  of  this  act,  as  amended, 
shall  be  reduced  in  an  amount  equal  to  the 
amount  of  an/  notes  so  cancelled. 

(g)  When  in  his  judgment  it  wiU  aid  the 
national  defense,  the  President  m^  make 
provision  for  the  development  of  sutotitutes 
for  strategic  and  critical  materials.  (50  U.S.C 
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to  tbe  uDoimt  by  wfaich  the  price  for  nich 
^nihetic  fuel,  u  specified  in  the  contract 
involved,  exceed  the  nuiket  price,  u  deter- 
mined by  the  Secretaiy  of  Eners,  for  such 
^nthetic  fuel  on  tbe  delivery  date  specified 
in  such  contract 

(4)(A)(i)  Wth  respect  to  any  per- 
son, including  any  other  penon  «4)o  is  sub- 
stantially controlled  by  such  person  (as 
detennined  by  the  Secretaiy  of  Energy),  the 
President,  subject  to  5ubparagr^)h  (A)(ii), 
may  not  award  contracts  for  the  purchase  of 
or  commitment  to  purchase  more  than 
100^000  barrels  per  dqr  crude  oi]  equivalent 
of  synthetic  ftieL 

(ii)  With  respect  to  ai^  per- 
son, inchiding  ai^  other  person  who  is  sub- 
stantially controlled  by  such  person  (as 
determined  by  the  Secretaiy  of  Energy),  tlie  . 
President  m^  not  award  ai^  contract  for  the 
purchase  or  commitment  to  purchase  of 
more  than  75,000  barrels  per  day  crude  oil 
equivalent  of  synthetic  biel  unlets  tbe  Presi- 
dent submits  to  tbe  Congress  notification  of 
sudi  jnoposed  cootnct  or  comndtinent  in 
the  manner  specified  under  section  307  and 
Bich  proposed  action  is  either  qiproved  or 
not  disapproved  by  tbe  Congress  under  sudi 
section.  For  purposes  of  section  307,  any 
prcfxxal  pertaining  to  such  a  proposed  con- 
tract or  commitment,  notice  of  yMcb  is 
transmitted  to  the  Congress  under  this  sub- 
paragraph, shall  be  considered  to  be  a  syn- 
thetic fuel  actioa 

(B)  A  contract  for  the  purchase 
of  or  commitment  to  purchase  synthetic  fuel 
may  be  entered  into  only  for  syntlietic  fuel 


(C)  Each  contract  entered  into 
under  tliis  section  lot  tbe  pnrdiase  of  «' 
commilment  to  purcfaase  synthetic  fiiel  shall 
provide  that  all  parties  to  sudi  conDact  agree 
to  review  and  to  possibly  re-negotiate  such 
contract  within  lOyean  after  the  date  of  the 
initial  production  at  the  synthetic  fuel 
project  involved.  At  the  time  of  sud  review, 
tbe  President  shall  determine  tbe  need  tac 
continued  finnn^'i  assistance  pursuant  to 


(5)  In  any  case  hi  wtaidi  tbe  Pretl> 
dent,  under  the  provisions  of  this  section, 
accepts  delivery  of  any  synthetic  fiiel,  such 
synthetic  fuel  may  be  used  by  an  appiopiiate 
Federal  agency.  Such  Federal  agency  shall 
pay  (or  such  synthetic  6iel  the  prevailing 
market  price  for  the  product  which  such  syn- 
thetic fuel  is  replacing,  as  determined  by  tbe 
Secretary  of  Energy,  from  sums  ap- 
propriated to  such  Federal  agency  fiM'  the 
purchase  of  fuel,  and  the  President  shall  pqp, 
from  sums  at^woptiated  for  sudi  purpose 
pursuant  to  the  authorizations  contained  in 
sections711(a)(2)  and  711(aX3),  an  amount 
equal  to  the  amount  by  whiJdi  the  OHttnKt 
price  for  such  synthetic  fuel  as  qiecified  in 
the  contract  involved  exceeds  such  prevall- 
ing  market  price. 

(6)  In  considering  aiqp  proposed 
contract  under  this  section,  tbe  President 
shall  take  into  account  tbe  sodoeconondc 
impacts  on  communltiesiriiidi  would  be  af- 
fected by  any  new  or  e:q>anded  facilities  re- 
quired for  the  production  of  the  synthetic 
fuel  under  sudi  contract. 
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(B)  For  purposes  of  fabrication 
-e  of  ai?  component  of  a  syn- 
thetic fuel  project,  assistance  authorized 
under  p>ragr^>b  (l}(A}(ii)  and  paragraph 
(l)(A)(iii)  may  be  provided  to  any  fotmcator 
or  manufacturer  of  such  conqwnent. 

(3)  Hk  President  may  not  utilize 
the  authority  under  paragraph  (1)  to  provide 
any  loan  or  guaiantee  in  accordance  with  the 
provisions  of  section  301  or  section  302  in 
amounts  which  exceed  the  limitations  estab- 
lished in  such  sections  unless  the  President 
submits  to  the  Congress  notification  of  the 
proposed  loan  or  guarantee  in  the  manner 
Specified  under  section  3G7  and  such 
proposed  action  is  eitber  ^iproved  or  not 
disapproved  by  the  Congress  under  such  sec- 
tion. For  purposes  of  section  307,  any 
proposal  pertaining  to  a  proposed  loan  or 
guarantee,  notice  of  which  is  transmitted  to 
the  Congress  under  this  paragr^h,  shall  be 
considered  to  be  a  synthetic  fuel  acticm. 

(cXl)  Subject  to  paragraph  (2),  pur- 
chases and  commitments  to  purchase  under 
subsection  (b)  may  be  made— 

(A)  without  regard  to  the  limita- 
tions of  existing  law  (otber  than  the  limita- 
tions contained  in  this  Act)  regarding  the 
procurement  of  goods  or  services  by  tbe 
Government;  and 

(B)  subject  to  section  171(a),  for 
such  quantities,  on  such  terms  and  condi- 
tions (including  advance  pigments  subject  to 
paragraph  (3),  and  for  such  periods  as  the 
President  deems  necessaiy. 


(2)  Purchases  or  commitmenB  to 
purchase  under  subsection  (b)  involving 
higher  than  established  ceiling  prices  (or  if 
there  are  no  established  ceiling  prices,  cur- 
rently jwevailing  market  prices  as  deter- 
mined by  the  Secretary  of  Energy)  shall  not 
be  made  unless  it  is  detennined  that  supplies 
of  synthetic  fiiel  could  not  be  effective^  in- 
creased at  lower  prices  or  on  terms  more 
&vorable  to  the  Government,  or  that  such 
commitments  or  purchases  are  necessary  to 
assure  tbe  availability  to  the  United  States  of 
supplies  overseas  for  use  for  national 
d^ense  purpose. 

(3)  Advance  payments  may  not  be 
made  under  this  section  unless  construction 
has  begun  on  the  synthetic  fuel  project  in- 
volved or  the  President  determines  that  all 
conditions  (H'ecedent  to  construction  have 
been  met. 

(d)(l)E]icept  as  provided  in  paragraph 

(2),  ai^  purchase  of  or  commitment  to  pur- 
chase synthetic  fiiel  under  subsection  (b) 
shall  be  made  by  solidtatiDn  of  sealed  com- 
petitive bids. 

(2)  in  any  case  in  which  no  such  bids 
are  submitted  to  tbe  President  or  the  Presi- 
dent determines  that  no  such  bids  which 
have  been  submitted  to  the  President  are 
acceptable,  the  President  may  negotiate  con- 
tracts for  sudi  purchases  and  commitments 
10  purchase. 

(3)  Any  contract  for  sucb  purchases 
or  commitments  to  purchase  shall  provide 
that  the  President  has  the  right  to  refuse 
deliveiy  of  they  syntbetic  fiiel  involved  and 
to  pay  the  person  involved  an  amount  equal 
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to  the  amount  by  which  the  price  for  nicb 
lyntbetk  biel,  u  specified  in  the  contnct 
invotved,  csceed  the  market  price,  as  deter- 
mined by  the  Secretaiy  of  Energy,  for  nich 
lynthetk  fiiel  OQ  the  deliveiy  date  specified 
insucba 


{4KAKi)  Wth  re^ject  to  any  per- 
son, tm4iiititig  any  other  penon  who  is  sub- 
stantially controlled  by  such  person  (as 
determined  by  the  Secretaiy  of  EnergyX  Ae 
President,  subiect  to  subparagraph  (AXu), 
may  not  award  contracts  for  the  purchase  of 
or  commitment  to  purchase  more  than 
100.000  barrels  per  day  crude  oil  equivalent 
of  qmtbeticfiKL 

(ii)  With  respect  to  ai^  per- 
son, induding  aiqr  other  person  «dx>  is  sub- 
stantially controlled  by  such  person  (is 
determiDed  by  the  Secretary  of  Energy),  the 
President  may  not  award  aiQ  contract  for  the 
purchase  or  commitment  to  puidiase  of 
miwe  than  75,000  tmrreb  per  d^  crude  oil 
eqninknt  of  synthetic  bid  uoleai  the  Presi- 
dent sulmits  to  the  Congress  notificttion  of 
sodi  proposed  contnct  or  oommitmeDt  in 
the  maimer  qtedfied  under  section  307  and 


not  disapproved  by  the  Congress  imdcr  such 
sectioa.  Fw  purposes  of  section  307,  ai^ 
proposal  pertaining  to  such  a  proposed  con- 
tract or  ootnuittinent,  notice  (rf  <irtiich  is 
transmitted  to  tbe  Congress  under  *^"*  bu1>- 
paragrqth,  shall  be  comldered  to  be  a  syn- 
thetic biel  action. 


(B)A« 


H  for  tbe 


(C)  Eadi  contract  entered  into 
under  this  section  tor  the  purdiase  of  or 
commitment  to  purchase  ^mbetk  (iiel  shall 
provide  that  an  parties  to  such  contract  agree 
to  review  and  to  possiUy  re-negotiate  such 
contract  within  10  yean  after  the  date  of  the 
initial  producdon  at  the  synthetic  fuel 
project  involved.  At  the  time  of  such  review, 
tbe  President  shall  detennine  the  need  for 
contimied  Gnandal  assistance  pursuant  to 


may  be  entered  into  only  for  ^niheiic  fuel 


(5)  In  any  case  in  which  the  Pren- 
dent,  under  the  provisions  of  this  section, 
accqits  delivery  of  anf  qmthetle  fiiel,  audi 
qrnthetic  fuel  may  be  ined  by  an  qipropriate 
Federal  agenqr.  Such  Federal  agency  shall 
p^  for  sudi  synthetic  fuel  the  |H«vailing 
market  price  for  the  product  which  such  syti- 
thetic  &iel  is  replacing  as  deternnned  by  the 
Secretary  of  Energy,  from  sums  ap- 
propriated to  snch  Federal  agency  for  the 
purdiase  of  fiiel.  and  tbe  Preddem  shall  pqr, 
frofli  sums  appropriated  ftor  sndi  purpose 
pursuant  to  the  authorizatioiis  contained  in 
sections  7n(aX2)  and  711(a)(3),  an  amount 
equal  to  tbe  amount  by  which  the  contract 
price  lot  sudi  synthetic  fuel  as  specified  in 
tbe  contract  involved  exceeds  such  prevail- 
ing market  price. 

(6)  In  considering  aiqr  proposed 
contract  under  this  secticw,  llw  Proideni 
shall  take  into  eccaunt  the  sodoeoonomic 
impacts  on  communities  ^rinch  would  be  af- 
fected by  any  new  or  expanded  fiicillties  re- 
quired for  tix  production  of  the  synthetic 
fiiel  under  such  contract 
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(2)  For  the  pucpow  of  tktenniiiini 
the  «wa»im^tfn  ijjhjHiy  mider  aiw  contract 
under  pangrapb  (1)- 


(fXl)  No  lutlMKity  a 
section  nuqr  be  eaeidsed  to  acquire  any 
amount  of  lyatbetic  fiiel  unles*  the  Piesidem 
detennines  that  mdi  lynllKticfiiel  is  needed 
to  meet  oatiofial  defense  needt  and  tliat  it  ii 
not  anticipated  tbat  web  syntbetic  bel  will 
be  resold  by  the  GovenunenL 

(2)  In  any  case  in  vdnch  synthetic 
tad  it  acquired  by  the  Govenunem  under 
this  section,  lucfa  qrnthetic  fuel  is  do  longer 
needed  to  meet  naUoiul  defense  needs,  and 
such  syntbetic  fuel  is  not  accepted  by  a 
Pederitl  ijency  pursuant  to  subsection 
(dXS),  the  Frendcnl  shall  offer  sudi  syn- 
thetic fuel  to  the  Secretary  of  Energy  for 
purposes  of  meeting  the  stmage  require- 
ments of  the  Stral^ic  Petroleum  Reserve. 

(3)  Anf  ^nlhetic  fuel  iriiich  b  ac- 
quired by  the  Goroimieuunder  this  section 
and  which  is  not  used  by  the  Giweinmeitt  or 
acc^ted  by  Ibe  Secretaiy  of  Energy  pur- 
suant to  paragr^b  (2)  shall  be  strid  in  ac- 
cordance with  q>pliciUe  Federal  law. 

(iX^)  Any  auuract  under  this  sectioa 

tunof  Bidi  cmtiact,  shall,  subject  to  tbe 
■vallabiliqr  of  unencumbered  qipropria- 
ticms  in  advance,  specify  ui  dollars  the  nian- 
nmm  liability  of  tbe  Federal  Govenuneu 
under  sudi  contract  as  determined  in  ac- 
ihC2). 


(B)  guarantees  shall  be  valued  at 
the  initjal  bee  value  of  sudi  guarantee  (in- 
duding  any  amount  ot  interest  trtilch  is 
guaranteed  mider  such  guarantee); 


(C)  purchase 
be  valued  as  ofthedate  of  each  sudi  contract 
based  upon  the  Piesideot's  estimate  of  tte 
maaifflum  lidnli^  under  sudi  contract;  and 

(D)  aiqr  increase  Id  the  li^ili^  of 


I  a  contract  for 
a  loan,  guanoitee,  or  purdiase  agreetneiit 
shall  be  valued  in  accordance  with  the  ip- 
piicable  preceding  subparagraph. 


{3)Ifni 


e  than  one  form  of  assis- 
under  this  section  to  aiqr 
syntbetic  &iel  pnqect,  then  the  '"T[*'"^1'" 
liability  under  such  contract  fOT  purposes  of 
pingi^>bs  (1)  and  (2)  shall  be  vahied  at  the 
maximum  potential  exposure  on  such 
prcgect  at  any  time  during  tbe  life  of  such 

(4)  Any  sud)  contract  shall  be  ac- 
craiqMnled  by  a  certificatioa  by  the  Director 
of  tbe  OfHoe  of  Management  and  Budget 
that  tbe  necessary  qipropriatiom  have  been 
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tbe  total  aggregate  ■ppropristiDm  under  all 
Is  punuant  to  tbis  section. 


(5)  A17  commitment  made  under 
tUs  section  iriikb.  Is  nulllfled' or  voided  for 
tBg  reason  shall  not  be  cooddered  in  tbe 
aggregate  "PiH""""  liability  for  the  pur- 


(h)  For  purposes  of  sectioa  102(2KC) 
of  the  Natiaaal  Environmental  Policy  Act  of 
!969  (42  U.S.C  4332(2)(C)),  no  action  in 
providing  any  loan,  guarantee,  w  purchase 
agreement  under  this  section  shall  be 
deemed  to  be  a  major  Federal  action  sig- 
nificantly affectiiig  the  quali^  of  the  human 


maintained  at  tbe  synthetic  fuel  prqjecL 
Whh  respect  to  tbe  labor  nandaidi  q)edHed 
In  tbb  subsection,  the  Secretary  of  LabOT 
^ti^ii  have  the  antbotl^  iirf  fimctiixis  set 
fortb  in  Reorganizatioii  Plan  Numbered  14 
of  1950  ani  section  276(c)  of  title  40. 

(JX 1)  Nothing  in  this  iectl<»  shall- 

(A)  atEect  the  juiisdicdon  of  the 
States  and  tlie  United  Stales  over  walen  of 
■ny  stream  or  over  any  ground  water 


(i)  All  laborer!  and  mechanics 
enjoyed  for  the  construction,  repair,  or  al- 
teration of  B19  ^ntbetic  fuel  prt^^t  Amded, 
in  whole  or  Jn  pan,  by  a  guarantee  or  loan 
entered  into  puiwant  to  this  section  shall  be 
paid  wages  at  rates  not  less  than  those 
prevailing  on  projects  of  a  similar  diaracter 
in  the  locality  as  determined  by  the  Secretaiy 
of  LabOT  in  accordance  with  the  Act  entitled 
'An  Act  relating  to  the  rate  of  wages  for 
laborers  and  mechanics  employed  cm  public 
buildings  of  the  United  States  and  the  Dis- 
trict of  Columbia  by  contractors  and  sub- 
contractors, and  for  other  purposes', 
qiproved  March  3, 1931  (40  U.S.C  276a  et 
leq.)  and  commonly  known  as  tbe  Davis- 
Bacon  AcL  Guaranteeing  agendes  shall  not 
extend  guarantees  and  the  Prendem  shall 
not  make  loans  Eh  the  construction,  r^ialr 
or  alteration  of  aiqr  synthetic  fuel  project 
unless  a  may  be,  prior  to  the  commencement 
of  construction  w  at  the  time  already  com- 
menced,  that  these  labor  standards  will  be 


(B)  alter,  amend,  repeal,  inter' 
[vet,  modify,  or  be  in  conflict  with  aigr  [mer- 
state  compact  made  by  any  States;  or 

(C)  ccniter  iq>on  any  non-Federal 
entity  the  alrili^  to  exercise  aiqr  Fedeaal  rl^ 
to  the  waters  of  any  stream  or  to  H19  groond 


(2)  No  synthetic  fuel  prqject  con- 
structed pursuant  to  the  authorities  of  this 
section  sfaaQ  be  consdered  to  be  a  Federal 
project  for  puipoces  of  tbe  q>plication  for  or 
I  of  water  limits. 


(kXl)  Subject  to  paragr^ih  (2X  the 
authority  of  the  Prewlent  to  enl^  into  ai^ 
new  contract  or  commitment  under  this  sec- 
tion shall  cease  to  be  effecthfe  on  the  date  on 
which  the  nvsident  determines  that  tbe 
United  States  SyntbeticF^iels  Corporation  is 
established  and  fully  operational  consisteat 
with  the  provisions  of  the  United  States  Syn- 
thetic Fuels  Corpwaiion  Act  (rf  1980. 

(2)  Contracts  entered  into  under 
this  section  before  the  date  qiedfied  in  para- 
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grapb  (1)  aof  be  renewed  and  extended  by 
the  Prudent  iftnthe  date  qwdfied  in  pan- 
gn{di  (1)  bulonly  to  the  extent  that  Congress 
has  speeJEaHy  qipropriated  fundi  for  such 


Sec.  306.(aM  1)  At  any  time  after  tbe  date 
of  the  enactment  of  this  section,  the  Presi- 
dent may.  subject  to  paragraph  (2),  invoke 
the  authorities  provided  under  th^  section 
upon  making  all  the  following  detennina- 
tjoos  and  transmitting  a  report  to  the  Con- 
gress regarding  such  deleiininations: 

(A)  a  national  energy  supply 
shortage  has  resulted  or  is  likely  to  result  in 
a  shortfall  of  petroleum  supplies  in  the 
United  States,  and  such  shortage  is  expected 
to  persist  for  a  period  of  time  sufficient  to 
seriously  threaten  the  adequa^  of  defense 
fuel  supped  essential  to  direct  defense  and 
direct  defense  industrial  base  pn^rams; 

(B)  the  continued  adequacy  of 
such  supplies  cannot  be  assured  and  requires 
expedited  production  ^nlhetic  bid  to  pro- 
vide sudi  defense  fuel  supplies; 

(Q  the  expedited  production  of 
synthetic  fuel  to  provide  such  defense  sup- 
plies will  not  be  aoconqilished  in  a  timely 
maimer  by  the  United  States  Synthetic  Fuek 
Corporation;  and 

(D)  the  exercise  of  tbe 
authoritiet  provided  under  subsection  (c)  is 
necessary  to  provide  for  the  expedited 
production  of  synthetic  fuel  to  provide  sudi 
defense  fiiel  stqiplies. 


(2XA)  Any  transmittal  under  para- 
gr^h  (1)  shall  contain  a  determination  by 
the  President  regarding  the  extent  of  the 
amic4Mted  sbtmage  of  petroleum  supplies. 
If  the  President  determines  that  such 
shortage  Is  greater  than  25  percent,  the 
autbcKities  invoked  by  the  Prnident  under 
this  section  shall  be  effective  on  the  date  on 
«4iich  the  report  required  under  paragrq>h 
(1)  is  tttntmitted  to  tbe  Congress. 

(B)  If  the  President  determines 
that  such  shortage  is  less  than  25  percent,  the 
transmittal  under  paragraph  (1)  shall  be 
made  in  accordance  with  section  307  and  the 
authorities  mtder  this  section  shall  be  effec- 
tive on^  as  {Hxmded  under  such  section.  For 
purposes  of  section  307,  arqr  determination 
to  invoke  authorities  under  this  section, 
notice  of  wtnch  is  transmitted  to  the  Con- 
gress under  this  subsection,  shall  be  con- 
sidered to  be  a  synthetic  fuel  action. 

(3)  No  court  shall  have  tbe  authority 
to  review  aiv  determination  made  by  tbe 
President  under  tills  subsection. 

(b)(lXA)  Subject  to  the  requirements 
of  subsection  (a),  in  order  to  encourage  and 
e^Mdite  the  development  of  synthetic  fuel 
for  use  for  national  defense  purposes,  the 
President,  utilizing  the  provisions  of  tliis  Act 
(otherthan  sections  101(a).  101(b),  301.302, 
303,  and  305),  end  any  other  applicable 
provision  of  law,  shall  take  immediate  action 
to  achieve  production  of  synthetic  fuel  to 
meet  national  defense  needs. 

(B)The  President  shaU  exercise 
the  authority  granted  by  this  se 
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(i)  in  consultation  with  the 
Secretuy  of  Energy;  and 

(ii)  through  the  Department 
of  Defeise  and  ai^  other  Federal  depart- 
ment or  agenqr  designated  by  the  Presidem. 

(2)  This  section  shall  not  affect  the 
authorial  of  the  United  States  Synthetic 
Fueb  Corporation. 

(cXl)(A)  To  assist  in  carrying  out  the 
objectives  of  this  section,  the  President,  sub- 
ject to  subsections  (d)  and  (e),  shall- 


(i)  contract  for  purchases  of  or 
oommitments  to  purchase  synthetic  fuel  for 
Covemtnent  use  for  defense  needs; 

(ii)  subject  to  paragrqih  (4), 
issue  guarantees  in  accordance  with  the 
provisions  of  section  301,  except  that  the 
provisions  of  section  301(e)(1)(B)  shall  not 
app^  with  respect  lo  sudi  guarantees:  (iii) 
subject  to  paragiaph  (4),  make  loans  in  ac- 
cordance with  the  provisions  of  section  302, 
ewept  that  the  provisions  of  section  302(2) 
shall  not  apply  with  respect  to  sudi  loans; 

(iv)  have  the  authority  to  re- 
quire fuel  suppliers  to  provide  synthetic  biet 
in  anjf  case  in  which  the  PresideiU  deems  it 
practicable  and  necessary  to  meet  the  na- 
tional defense  needs  of  the  Untied  States. 
Nothing  in  this  paragraph  shall  be  intended 
to  innvide  authority  for  the  President  to  re- 
quire fuel  sui^lieis  to  produce  Esthetic  fuel 
if  such  suppliers  are  not  alreac^  producing 
synthetic  biel  or  do  not  intend  to  [widuGe 
synthetic  biel; 


(v)  have  the  autboriqr  to  in- 
stall additional  equipment,  facilities,  proces- 
ses, or  in^rovements  to  plants,  bctories,  and 
other  industrial  facilities  owned  by  the 
Government,  and  to  iiMall  Government- 
owned  equipment  in  [dants,  factories,  and 
other  industrial  bidlities  owned  by  private 
penaiB;and 

(vi)  have  the  authority  to  im- 
dertafce  Govemntem  synthetic  6iel  prcijects 
in  accordance  with  the  provisions  of  para- 
gr^h(2). 

{B)(i)  Except  as  provided  in 
dause  (ii),  assistance  authorized  tmder  this 
subsection  may  be  provided  only  to  persons 
who  are  participating  in  a  synthetic  fuel 
project 

(ii)  For  pniposes  of  fobrica- 
tton  or  manufacture  of  any  component  of  a 
synthetic  fuel  project,  assistance  authorized 
under  par^rq>h  or  maimbcturer  of  such 


(2)(A)  Tie  Government,  acting 
through  tiie  President,  is  authorized  to  own 
Government  synthetic  fuel  projects.  In  ai^ 
case  in  which  the  Government  owns  a 
Govenmient  synthetic  fuel  project,  the 
Govenunent  shall  contract  for  the  constnic- 
tioa  and  iqMration  of  sudi  project 

(B)  The  authority  of  the  Govern- 
ment pursuant  to  subparagraph  (A)  to  own 
and  contract  for  the  construction  and  opera- 
tion of  any  Government  synthetic  fuel 
project  shall  include,  among  other  things,  the 
authority  to- 
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(i)  subject  to  subparagr^h 
(C),  taJce  deliveiy  of  syalhetic  fuel  from  sudi 

project;  and 

(ii)  transport  and  store  and 
have  processed  and  tefined  such  synthetic 
fuel 

(C)  Aof  synthetic  fuel  whicli  the 
Governmeat  takes  delivery  of  from  a 
Govemmeat  synthetic  fuel  project  shall  be 
disposed  of  in  accordance  with  subsection 
(!)■ 


(D)  To  the  maximum  extent 
feasible,  the  President  shall  utilize  the 
private  sector  for  the  activities  associated 
with  this  paragraph. 

(3)(A)  Except  as  provided  in  sub- 
paragraph (B),  ai^  contract  for  the  construc- 
tion or  operation  of  a  Govemment  synttietic 
fuel  project  shall  be  made  by  soUdtation  of 
sealed  competitive  bids. 

(B)  In  any  case  in  which  no  such 
bids  are  submitted  to  the  President  or  the 
President  determines  that  no  such  bids  hove 
been  submitted  wbicb  are  acceptable  to  the 
President,  the  President  may  negotiate  eon- 
tracts  for  such  construction  and  operatioiL 

(4)  Tbe  President  may  not  utilize 
the  authori^  under  paragraph  (1)  to  provide 
any  loan  or  guarantee  in  accordance  with  the 
provisions  of  section  301  or  section  302  in 
amounts  which  exceed  tbe  limitations  estab- 
lished m  such  sectioits  unless  the  President 
submits  to  tbe  Congress  notification  of  the 
proposed  loan  or  guarantee  in  the  manner 
specified  under  section  3G7  and  sucb 


proposed  action  is  either  approved  or  not 
disapproved  by  the  Congress  under  such  sec- 
tion. For  purposes  of  section  307,  any 
proposal  pertaining  to  a  proposed  loan  or 
guarantee,  notice  of  which  is  transmitted  to 
the  Congress  under  this  paragrqih,  shall  be 
considered  to  be  a  synthetic  fuel  actioiL 

(S)  Before  the  President  may  utilize 
ai^  specific  authori^  described  under  para- 
graph ( 1),  the  President  shall  transmit  to  the 
Congress  a  statement  containing  a  certiGca- 
lion  that  the  determinations  made  by  the 
President  in  the  transmittal  to  the  Congress 
under  subsectifHi  (a)(  1)  are  still  valid  at  the 
time  of  the  transmittal  of  such  certificatioiL 

(6)(A)  No  authority  ctHitaiiied  m 
pBragraphs(lKA)(i)through(l){A){iv)may 
be  utilized  by  the  President  uiilesslbe  use  of 
such  authority  has  been  authorized  by  tbe 
Cotigress  in  an  Act  hereinafter  enacted  by 
the  Congress. 

(B)Tlie  President  may  not  utilize 
ai^  authority  under  paragraph  (l)(A)(v)  or 
paragraph  (l)(A)(vi)  unless  the  proposed 
cxerdse  of  authori^  has  been  specifically 
authorized  on  a  prpject-by-project  basis  in 
an  Act  bereinaftet  enacted  by  the  Congress 
and  funds  have  been  specifically  ap- 
propriated by  the  Congress  for  purposes  of 
^hauthori^. 


(dXl)  Subject  to  paragraph  (2),  pur- 
chases and  commitntents  to  pui^diase  under 
subsection  (c)  may  be  made— 

( A)  without  regard  to  the  limita- 
tions of  existing  law  (other  than  those  limita- 
tions contained  in  this  Act)  regarding  the 
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(B)  subject  to  section  717(a),  for 
tncb  quantities,  on  such  terms  and  condi- 
tioDS  (indudiiig  advaoce  p^rments  sutqect  to 
para^qih  (3)},  and  for  sucb  periods  as  the 
Presideat  deems  necessary. 

(2)  Purchases  or  commitments  to 
purchase  under  subsection  (c)  involving 
higher  than  established  ceiling  prices  (or  if 
there  are  no  established  ceiling  prices,  cur- 
rently prevailing  market  prices  as  deter- 
mined by  the  Secretary  of  Energy)  shall  not 
be  made  unless  it  is  determined  that  supplies 
of  synthetic  fuel  could  not  be  effectively  in- 
creased at  lower  prices  or  on  terms  more 
favorable  to  tbe  Goverm&ent,  or  that  sudi 
commitments  or  purchases  are  necessary  to 
assure  the  availaUIity  to  tbe  United  States  of 
supplies  overseas  for  use  for  national 
d^ense  purposes. 

(3)  Advance  payments  may  not  be 
made  under  this  section  unless  construction 
has  begun  on  the  synthetic  fuel  project  in- 
volved or  tbe  President  determines  that  all 
conditions  precedent  to  construction  have 
beenmeL 

(eXl)  ^<^pt  as  provided  in  paragraph 
(2).  any  purchase  or  conmiitment  to  pur- 
chase synthetic  fuel  under  subsection  (c) 
shall  be  made  by  solicitation  of  sealed  com- 
petitive bids. 

(2)  In  atqi  case  in  which  no  such  bids 
are  submitted  to  tbe  President  or  tbe  Presi- 
dent determines  that  no  such  bids  which 
have  been  submitted  to  tbe  President  are 


acceptable,  the  President  may  negotiate  con- 
tracts ftw  such  purchases  and  commitmeiiti 
to  purchase. 

(3)  Any  contract  for  sudi  purdiases 
or  commitments  to  purdiase  shall  provide 
that  the  President  has  the  right  to  refuse 
delivery  of  the  synthetic  fuel  involved  and  to 
pqr  the  person  involved  an  amount  equal  to 
the  amount  by  which  the  price  for  sudi  qn>- 
thetic  fuel,  as  specified  in  the  contract  in- 
volved,  exceeds  the  market  price,  as 
determined  by  the  Secretary  of  Energy,  for 
such  synthetic  foel  on  the  delivery  date 
■"   ■  ■  I  such  « 


(4)(A)  With  respect  to  any  person, 
including  ai^  other  person  who  is  substan- 
tially contrdled  by  such  person  (as  deter- 
mined by  the  Secretary  of  Energy),  the 
President,,  subject  to  subparagr^b  (B),  WMf 
not  award  contracts  for  the  purchase  of  or 
commitment  to  purchase  more  than  100^000 
barrels  per  day  crude  oil  equival«it  of  syn- 
thetic ftieL 

(B)  With  respect  to  anf  person, 
induding  any  other  person  wbo  is  substan- 
tially controlled  by  such  person  (as  deter- 
mined by  the  Secretary  of  Energy),  the 
President  may  not  award  ai^  contract  for  tbe 
purchase  of  or  commiiment  to  purchase 
more  than  75,000  barrels  per  day  crude  oil 
equivalent  of  synthetic  fuel  unless  the  Presi- 
dent submits  to  the  Congress  notiGcation  of 
such  proposed  contract  or  commitment  In 
the  manner  spedGed  under  section  307  and 
such  proposed  action  is  either  approved  or 
not  disat^noved  by  the  Congress  under  such 
sectioa  For  purposes  of  section  307,  ai^ 
proposal  pertaining  to  such  a  proposed  con- 
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tract  or  commitmeat,  noiice  of  iibieh  is 
traDsmitted  to  the  Congress  under  tUi  sub- 
paragraph, shall  be  comidered  to  be  a-syn- 
thetk  fuel  actioa. 

(5)  A  contract  fbr  the  pnrdtate  of  or 
commitmeiit  to  purduse  tymlMtic  fUel  mqr 
be  entered  into  <»ly  for  ^ttbetie  fiid  wtalcb 
is  produced  in  an  ^nthetic  fuel  project  ii4iid] 
is  located  in  the  United  States. 


(€)  Each  contract  entered  into 
under  this  section  for  the  purchase  of  or 
commitment  to  purchase  synthetic  fiiel  shall 
provide  that  all  parties  to  such  contract  agree 
to  review  and  to  possible  renegotiate  such 
contract  within  10  years  after  the  date  of  the 
initial  production  at  the  synthetic  fuel 
project  involved.  At  the  time  of  such  review, 
the  President  shall  determine  the  need  for 
continued  Rnn«"»i  assistance  pursuam  to 
sudi  contract 

(7)  In  any  case  in  which  the  Presi- 
dent, under  the  provisions  of  this  section, 
accepts  deliveiy  of  any  synthetic  fiiel,  such 
synthetic  fuel  m^  be  used  by  an  appropriate 
Federal  agen^.  Such  Federal  agen^  shall 
pay  for  such  synthetic  fiiel  the  prevailing 
market  price  for  the  product  which  sudi  syn- 
thetic fuel  is  replacing,  as  determined  by  the 
Secretary  of  Energy,  from  sums  ap- 
propriated to  such  Federal  agency  for  the 
purchase  of  foel,  and  the  President  shall  pay 
fromsums  appropriated  for  such  purpose,  an 
amount  equal  to  the  amount  by  which  the 
contract  price  for  such  synthetic  fiiel  as 
specified  in  the  contract  involved  exceeds 
»ich  prevailing  market  price. 


(8)  In  considering  any  proposed 
contract  under  this  section,  the  President 
shall  take  mto  account  the  socioeconomic 
impacts  on  communities  yitaeb  would  be  af- 
fe«i[ed  by  aiqr  new  or  eiqranded  facitiliea  re- 
quired for  the  productim  of  the  ^thetlc 
biel  nndermch  contracL 

(f)  The  procurement  power  granted  to 
the  President  under  this  section  shall  include 
dK  power  to  transport  and  itoie  and  have 
preoessed  and  refined  aiv  product  procured 
under  this  section. 

(g)(1)  No  authority  contained  in  this 
section  may  be  exercised  to  acquire  any 
amount  of  synthetic  fuel  unless  the  President 
determines  that  such  synthetic  fiiel  is  needed 
to  meet  national  defense  needs  and  that  it  is 
not  anticipated  that  such  synthetic  fuel  win 
be  resold  by  the  Government 

(2)  In  any  case  in  which  synthetic 
fiiel  is  acquired  by  the  Government  under 
this  section,  such  synthetic  fiiel  is  no  longer 
needed  to  meet  national  defense  needs,  and 
such  synthetic  fuel  is  not  accepted  by  a 
Federal  agency  pursuant  to  subsection 
(e)(7),  the  President  shall  oSer  such  syn- 
thetic fuel  10  the  Secretary  of  Energy  for 
purposes  of  meeting  the  storage  require- 
ments of  the  Strategic  Petroleum  Reserve. 

(3)  Aiqr  synthetic  fiiel  tMeh  is  ac- 
quired by  the  Government  under  this  section 
and  which  is  not  used  by  the  Government  or 
accepted  by  the  Secretary  of  Energy  pur- 
suant to  paragraph  (2),  shall  be  sold  hi  ac- 
cordance with  applicable  Federal  law. 
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(h)(1)  Ai^  coairact  under  this  section, 
indudiiig  ai^  amendment  or  other  modifica- 
tion of  such  contract,  shall,  subject  to  the 
availability  of  unencumbcTcd  appropria- 
tions in  advance,  specify  in  dollars  the  maxi- 
nnim  Li^ili^  of  the  Federal  Govenunent 
under  such  contract  as  detennined  in  ac- 
ih{2). 


(2)  Foi  the  ptupose  of  detem 
the  "iBTiTniifTt  liability  undcf  ai^  co: 
under  paragraph  (1)- 


(B)  guarantees  shall  be  valued  at 
the  initial  bee  value  of  such  guarantee  (in- 
cluding any  amount  of  interest  \i4iich  is 
guaranteed  tmder  such  guarantee); 

(C)  purchase  agreements  shall 
be  valued  as  of  the  date  of  each  such  contract 
based  upon  the  President's  estimate  of  the 
maximum  liability  under  such  contract; 


(D)  contracts  for  activities  under 
subsection  (c)(l)(A)(v)  shall  be  valued  at 
the  initial  face  value  of  such  contract; 

(E)  Govemmenl  synthetic  fuel 
projects  pmsuanc  CO  subsection(c)(l)(A)(vi) 
shall  be  valued  at  the  current  estiinated  cost 
to  the  Government,  as  determined  annually 
by  the  President;  and 

(F)  ai^  increase  in  the  liability 
of  the  Government  pursuant  to  ai^  amend- 
ment or  other  modification  to  a  contract  for 
a  loan,  guarantee,  purchase  agreement,  con- 
tract for  activities  under  subsection 


(c)(lXAKvX  or  Govemmeu  synthetic  fuel 
project  pursuant  to  subsection  (cXl)(A)(vi) 
shall  be  valued  in  accordance  with  the  ap- 
plicable preceding  subparagraph. 

(3)  If  more  than  one  form  of  assis- 
tance is  provided  under  this  section  to  aiqr 
synthetic  biel  project  then  the  mairimum 
liability  under  such  contract  fi>r  purposes  of 
paragraphs  ( 1 )  and  (2)  shall  be  vahied  « the 
maximum  potential  exposure  on  such 
project  at  any  time  during  the  life  of  such 

(4)  Any  sudi  contract  shall  be  ac- 
coiiq>anied  by  a  certification  by  the  Director 
of  the  Office  of  Management  and  Budget 
that  the  necessary  appropriations  have  been 
made  for  the  purpose  erf  sudi  contract  and 
are  available.  The  remaining  available  and 
unencumbered  appropriations  shall  equal 
the  total  aggregate  appropriations  less  the 
aggregate  maximum  liability  of  the  Federal 
Government  under  all  contracts  pursuant  to 
this  section. 

(5)  Any  commitment  made  undM 
this  section  which  is  nullified  or  voided  for 
any  reason  shall  not  be  considered  in  the 
aggregate  marimum  liability  for  the  pur- 
poses of  paragrqib  (4). 

(i)  For  purposes  of  section  102(2)(C) 
of  the  National  Environmental  Policy  Act  of 
1969  (429.S.C.  4332(2)(C),  no  action  in 
providing  any  loan,  guarantee,  or  purchase 
agreement  under  this  section,  shall  be 
deemed  to  be  a  major  Federal  action  sig- 
nificantly affecting  the  quality  of  the  human 
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(j)  All  laborers  and  mechanics 
en^loyed  for  the  constraction,  repair,  or  al- 
teration of  any  synthetic  fuel  project  funded, 
in  whole  or  in  pan,  by  a  guarantee  or  loan 
entered  into  purauant  to  this  section  shall  be 
paid  wages  at  rates  not  less  that  those 
prevailing  on  projects  of  a  similar  diaracter 
in  the  locality  as  determined  by  the  Secretary 
of  LabM  in  accordance  with  the  Act  entitled 
'An  Act  relating  to  the  rate  of  wages  for 
laborers  and  medianics  employed  on  public 
buildings  of  the  United  States  and  the  I^- 
trict  of  Columbia  by  contractors  and  sub- 
contractors and  for  other  purposes, 
approved  March  3. 1931  (40  U.S.C  276a  el 
seq.)  and  commonly  known  as  the  Davis- 
Bacon  Act  Guaranteeing  agendet  diall  not 
extend  guarantees  and  the  President  shall 
not  make  loam  for  the  construction,  repair 
or  alteration  of  aiiy  synthetic  fuel  project 
unless  a  certification  is  provided  to  the  agen- 
cy or  the  President,  as  the  case  may  be,  prior 


othe 


the  time  of  fling  an  ^)plication  for  a  loan  or 
guarantee,  if  construction  has  already  com- 
menced, that  these  tabor  standards  will  be 
maintained  at  the  synthetic  fuel  project 
With  respect  to  the  tabor  standards  specified 
in  this  sutMection,  the  Secretary  of  Lalrar 
shall  have  the  authority  and  bmctioiis  set 
forth  in  Reorganization  Plan  NimilMred  14 
of  1950  and  section  276(c}  of  title  40. 

(k)(l)  Nothing  in  this  section  sfaall- 

(A)  afiect  the  jurisdiction  of  the 
States  and  the  United  Stales  over  waters  of 
any  stream  or  over  any  ground  water 


(B)  alter,  amend,  repeal,  inter- 
pret, modify,  or  be  in  conflict  with  ai^  Inter- 
state compact  made  by  aiiy  States;  or 

(C)  c(Mif er  upon  aiqr  non-Federal 
entity  tlie  ability  to  eierdse  any  Federal  right 
to  the  waters  of  any  stream  or  to  any  ground 
water  resource. 

(2)  No  synthetic  fuel  project  con- 
structed pursuant  to  the  authorities  of  this 
section  sliall  be  considered  to  t>e  a  Federal ' 
project  for  purposes  of  the  application  for  or 
assigimient  of  water  rights. 

(I)  Renewals  and  extensions  of  con- 
tracts entered  into  imderthis  section  shall  be 
made  only  to  tlie  extent  that  Congress  lias 
specifically  appropriated  funds  for  such 
renewals  and  extensions,  unless  the  Presi- 
dent certifies  tliat  the  determinadons  tmder 
section  306(a)(1)  remain  in  effect  for  pur- 
poaei  of  the  use  of  such  authority. 

Sec  307.  (a)  For  purposes  of  this  section, 
the  term  "synthetic  fiiet  action"  means  ai^ 
matter  required  to  be  transmitted,  or  sut>- 
mitted  to  ttie  Congress  in  accordance  with 
the  procedures  of  this  sectioa 

(b)  Tlie  President  shall  transmit  ai? 
synthetic  fuel  action  (bearing  and  identifica- 
tion number)  to  both  Houses  of  the  Congress 
on  the  same  day.  If  both  Houses  are  not  in 
session  on  the  day  on  \i4ncb  any  synthelk 
fuel  action  is  received  liy  the  appropriate 
officers  of  each  House,  sudi  synthetic  fuel 
action  shall  be  deemed  to  have  been 
received  on  the  fiist  succeeding  d^  on  wliich 
both  Houses  are  in  scssuxl 
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(cX  1)  Except  as  pFovided  in  paragr^h 
(2)  and  In  subsection  (e),  if  a  sytubettc  fiiel 
action  is  transmitted  to  botli  Houses  of  Con- 
gress, such  ^nthetic  fuel  action  shall  take 
effect  at  the  end  of  the  first  period  of  30 
calendar  days  of  continuous  session  (rf  the 
Congress  after  the  date  on  iirindi  such  syn- 
thetic fuel  action  is  received  by  sudi  Houses, 
unless  between  the  date  on  which  sudi  syn- 
thetic fiiel  action  is  received  and  tlie  end  of 
such  30  calendar  day  penodi  either  House 
passes  a  resolution  stating  in  substance  that 
such  House  does  not  Eovor  such  actioa 

(2)  Asynlhetic  fuel  action  described 
in  paragraph  (1)  m^  take  effect  prior  to  the 
expiration  of  the  31>-calendar-day  period 
after  the  date  on  which  such  action  is 
received,  if  eadi  House  of  Congress  ap- 
proves a  resolution  affirmative^  stating  in 
sulTstance  that  such  House  does  not  object  to 
such  synthetic  fuel  action.  Except  as 
provided  in  sulMection  (e).  in  any  such  case, 
such  synthetic  fuel  action  shall  take  effect  on 
the  date  on  whidi  such  resolution  is  ap- 
proved. 

(d)  For  purposes  of  subsection  (c)— 

(1)  continuity  of  session  is  broken 
only  by  an  adjournment  of  the  Congress  sine 

(2)  the  days  on  which  either  House 
is  not  in  session  because  of  an  adjournment 
of  more  than  3  days  to  a  day  certain  are 
excluded  in  the  computation  of  the  30-calen- 
darnjay  period. 

(e)  Under  provisions  contained  in  a 
qrnthetic  fuel  action,  any  provision  of  such 


synthetic  fuel  action  may  take  effect  on  a 
date  later  than  the  date  on  which  such  ^n- 
thetic  fiiel  action  otherwise  would  take  ef- 
fect, if  such  action  is  not  disapproved, 
pursuant  to  the  provisions  of  this  section. 

(f)  Tias  section  enacted  by  the  Coa- 


(1)  as  an  exercise  of  the  rulemaking 
power  of  the  Senate  and  the  House  of  Rep- 
resentatives, respectively,  and  as  such  it  is 
deemed  a  part  of  the  rules  of  each  Howie, 
respective^,  but  applicable  only  with  respect 
to  Che  procedure  to  be  followed  in  that 
House  in  the  case  of  resolutions  described  by 
subsection  (g)  of  this  section,  and  it  tuper* 
sedes  other  rules  only  to  the  extent  that  it  is 
inconsistent  with  sudi  rales;  and 

(2)  with  full  recognition  of  the  cod- 
stitutional  right  of  either  House  to  change 
the  rules  (so  far  as  they  relate  to  the  proce- 
dure of  that  House)  at  any  time,  in  the  same 
manner  and  to  the  same  extent  as  in  the  case 
of  any  other  rule  of  the  House. 

(g)(1)  For  purposes  of  subsection  (b), 
the  term  'resolution'  means  a  resolution  of 
either  Hotise  of  the  Congress  described  in 
pan^raph  (2)  or  paragraph  (3). 

(2)  A  resolution  the  matter  after  the 
resolving  clause  of  which  is  as  follows:  That 
the  does  not  object  to  the  synthetic 

fuel  action  numbered  received  by  the  Con- 
gress on  \9  ',  the  first  blank  space 
therein  being  filled  with  the  name  of  the 
resolving  House  and  the  other  blank  space 
being  appropriately  filled.  Any  such  resolu- 
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tion  may  only  contain  a  reference  to  one 

synthetic  fuel  action. 

(3)  A  resolution  the  matter  after  the 
resolving  clause  of  which  is  as  follows:  That 
the  does  not  fovor  the  synthetic  fiiel 
action  Dumbered  received  by  the  Congress 
on  ,19  '.the  first  blank  space  therein 
being  filled  with  the  name  of  the  resolving 
House  and  the  other  blank  spaces  therein 
being  appropriately  filled  A17  such  resolu- 
tion may  only  contain  a  reference  to  one 
synthetic  fuel  action. 

(4)  A  resolution  once  introduced 
with  Te^>ect  to  a  synthetic  fuel  action  shall 
immediately  be  referred  to  a  committee 
(and  all  resolutions  with  respect  to  the  same 
synthetic  fuel  action  shall  be  referred  to  the 
same  committee)  by  the  President  of  the 
Senate  or  the  Speaker  of  the  House  of  Rep- 
resentatives, as  the  case  miq'  be. 


hour,  to  be  divided  equal^  between  those 
bvoring  and  those  opposing  (be  resolution. 
An  amendment  to  the  motionihall  not  be  in 
order,  and  it  shall  not  be  in  Older  to  move  to 
reoonsider  the  vote  by  vdudi  die  mmitni  ma 


(5)(A)  If  tbe  committee  to  which  a 
resolution  with  respect  to  a  synthetic  fiiel 
action  has  been  referred  has  not  reported  it 
at  the  end  of  20  calendar  d^  after  it  was 
received  by  tbe  House  involved,  it  shall  be  in 
order  to  move  either  to  discharge  the  com- 
mittee from  furtber  consideration  of  any 
other  resolution  with  respect  to  such  syn- 
thetic fuel  action  which  has  been  referred  to 
the  committee. 


(B)  A  motio  _        . 

be  made  only  by  an  individual  bvoiing  the 
resolution,  shall  be  highly  privileged  (except 
that  it  may  not  be  made  after  the  committee 
has  leporied  a  resolution  with  respect  to  the 
same  synthetic  fuel  acUon),  and  debate 
thereonshall  be  limited  to  not  more  tbanone 


(C)  If  the  motion  to  disdiai^  is 
agreed  to  or  disagreed  to,  the  motion  mqr 
not  be  renewed,  nor  may  another  motion  to 
discbarge  the  committee  be  made  with 
respect  to  ai^  other  resolution  with  respect 
to  the  same  ^thetic  fuel  action. 

(6)(A)  When  the  committee  has 
reported  (or  has  been  discharged  from  ftu- 
tber  consideration  of)  a  resolution,  it  shall  be 
at  any  time  thereafter  in  order(even  though 
a  previous  motion  10  the  same  effect  has 
been  disagreed  to)  to  move  to  proceed  to  tbe 
consideration  of  the  resolution.  Hie  motion 
shall  be  lughly  privileged  and  shall  not  be 
debatable.  An  amendment  to  the  motion 
shall  not  be  in  order,  and  it  shall  not  be  in 
order  to  move  to  reconsider  the  vote  by 
vAich  the  motion  was  greed  tc 


(B)  Debate  on  tbe  resolution 
referred  to  in  subparagraph  (A)  of  this  para- 
graph shall  be  Itmited  to  not  more  than  5 
hours,  which  shall  be  divided  equally  be- 
tween those  favoring  and  those  opposing 
such  resolutiotL  A  motion  further  to  limit 
debate  shall  not  be  debatable.  An  amend- 
ment to,  or  motion  to  recommit,  the  resolu- 
tion shall  not  be  in  order,  and  it  shall  not  be 
in  order  to  move  to  reconsider  the  vote  by 
which  sudi  resolution  was  agreed  to  or  dis- 
agreed to,  except  that  it  shall  be  in  order— 
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(i)  to  off< 

the  nature  of  a  substitute,  consisting  of  the 
text  of  the  resolution  described  in  paragrapb 

(2)  with  respect  to  s  synthetic  fuel  action,  for 
a  resolution  described  in  paragraph  (3)  with 
respect  to  the  same  synthetic  fuel  action;  or 

(ii)  to  oSer  an  amendment  in 
the  nature  of  a  substitute,  consisting  of  the 
text  of  a  resolution  described  in  paiagr^h 

(3)  with  respect  to  a  synthetic  fuel  action,  for 
a  resolution  described  in  paragraph  (2)  with 
respect  to  the  same  such  synthetic  fuel  ac- 


(C)  llie  amendments  described 
in  clauses  (i)  and  (ii)  of  subparagraph  (B) 
shall  not  be  amendable  and  shall  be 
debatable  under  the  S-minute  rule  in  the 
House  of  Representatives  by  the  offering  of 
pro  forma  amendments. 

(7)(A)  Motions  to  postpone  made 
with  respect  to  the  discharge  &om  commit- 
tee or  the  consideration  of  a  resolution  and 
motions  to  proceed  to  the  consideration  of 
the  other  business,  shall  be  decided  without 
debate. 

(B)  i^ipeals  from  the  decision  of 
the  Chair  relating  to  the  ^plication  of  the 
rules  of  the  Senate  or  the  House  of  Repre- 
sentatives, as  the  case  may  be,  to  the  proce- 
dures relating  to  a  resolution  shall  be 
decided  without  debate. 

(8)  Notwithstanding  any  of  the 
provisions  of  this  subsection,  if  a  House  has 
approved  a  resolution  with  respect  to  a  syn- 
thetic fuel  action,  then  a  motion  to  recommit 
shall  not  be  in  order  nor  shall  it  be  in  order 


Sec.  308.(a)  For  purposes  of  this  Act,  the 
term  'Government  synthetic  fuel  prefect: 
means  a  synthetic  fiiel  project  underokea  in 
accordance  with  the  provisions  of  sectitm 
306(c). 

(b)(1)(A)  For  purposes  ofthis  Act,  (be 
term  'synthetic  fiiel'  means  any  solid,  liquid, 
or  gas,  or  combination  thereot  whidi  can  be 
used  as  a  substitute  for  petroletun  or  natural 
gas  (or  any  derivatives  thereof,  including 
chemical  feed  stocks)  and  which  is  produced 
by  chemical  or  physical  transformation 
(other  than  washing  miring  or  desulfiiriz- 
ing)  of  (h»nestic  sources  of- 

(i)  coal.  Including  lignite  and 


(iii)  tar  sands,  induding  tbose 
heavy  oil  resources  whereas— 

(I)  the  cost  and  the  tedmi- 
cal  and  economic  risia  make  BxtTaOion  and 
processing  of  a  heavy  oil  resource  un- 
economical under  applicable  pricing  and  tax 
polides;  and 

(n)  the  costs  and  risks  are 
comparable  to  those  associated  with  sbale, 
coal,  and  tar  sand  resources  (other  than 
heavy  oil)  qualifying  for  assistance  under 
section  3QS  or  section  306;  and 
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(iv)  water,  as  a  source  of 
bydrogen  onfy  througb  electrolysis. 


(B)  Such  term  ind 
of  coal  Bud  combustible  liquids,  Induding 
petroleum. 

(C)  Such  tenn  does  not  include 
solids,  liquids,  or  gases,  or  combinatloiis 
tbereof,  derived  bom  biomass,  which  in- 
cludes timber,  animal  and  timber  waste, 
municipal  and  industrial  waste,  sewage, 
sludge,  oceanic  and  terrestrial  plants,  and 
other  organic  matter. 

(2)(A)  For  purposes  of  this  Act,  the 
term  'synthetic  fuel  project'  means  ai^ 
facility  using  an  integrated  process  or 
processes  at  a  specific  geographic  location  in 
the  United  States  for  the  purpose  of  com- 
merdal  production  of  synthetic  fueU  The 
project  may  include  only— 

(i)  the  &cility,  including  the 
equipment,  plant,  machinety,  supplies,  and 
other  materials  associated  with  the  facility, 
which  converts  the  domestic  resoiuce  to  syn- 
thetic fuel; 

(ii)  the  land  and  mineral  rights 
required  directly  for  use  in  connectiOQ  with 
the  facilities  for  the  production  of  synthetic 
fuels; 

(iii)  ai^  bcility  or  equipment 
to  be  used  in  the  extraction  of  a  mineral  for 
use  directly  and  exclusively  in  sudi  conver- 


(as)  is  co-located  with 
facility  or  is  located  in  Ae 
immediate  vicinity  of  the  conversion  fadli^ 


(bb)  if  not  co-located  or 
located  in  the  immediate  vicinity,  is  inciden- 
tal to  the  project  (except  in  the  event  of  a  coal 
mine  where  no  other  reasonable  source  of 
coal  it  available  to  the  project);  and 


(II)  wtdcb  is  necessary  t< 


(iv)  any  transportation 
fodlity,  electric  power  plant,  electric  trans- 
mission line  or  other  facility- 

(I)  which  is  for  the  ex- 
clusive use  of  the  project; 

(U)  which  is  incidental  to 
the  project;  and 

(m)  whidi  is  necessary  to 
the  project,  except  that  transportation 
Polities  used  to  transport  synthetic  fiiel 
away  &om  the  project  shall  be  lued  ex- 
clusively to  transport  synthetic  fuel  to  a 
storage  facility  or  pipeline  connecting  to  an 
existing  pipeline  or  pn>cessing  facility  or 
area  within  dose  proximity  of  the  project. 

(B)(i)  Such  term  may  also  in- 
dude  a  projed  which  will  result  in  the  re- 
placement of  a  significant  amount  of  oil  and 


(I)  used  solely  for  the 
production  of  a  mixture  of  coal  and  combus- 
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dble  liquids,  including  petroleum,  for  direct 
use  as  a  fiiel,  but  shall  not  iadude— 


(aa)  any  mineral  li^t; 


(bb)  any  facility  or 
equipment  for  extraction  of  any  mineral; 

(II)  used  solely  for  the 
commercial  ptoductioD  of  hydrogen  bom 
water  through  electrolysis;  and 

(III)  a  mag- 
netobydrodynamic  lopping  cycle  used  solely 
forthe  commercial  production  of  electrid^. 

(ii)  Sucb  a  syntbetic  fuel 
project  using  magaetobydrodynaniic  tech- 
nology shall  only  be  eligible  for  guarantees 
under  section  305  or  section  306. 

(C)  For  purposes  of  this  para- 

(i)  the  term  'exclusive'  means 
for  the  sole  use  of  the  project,  except  that  an 
ioddenial  by-product  mij^t  be  used  for 

other  purposes; 

(ii)  the  term  "incidental" 
means  a  relatively  small  portion  of  the  total 
pntject  cost;  and 

(iii)  the  term  'necessary' 
means  an  integrated  part  of  the  project 
taking  into  account  considerations  of 
ecoDon^  and  efficiency  of  operation. 


the  several  States,  the  District  of  Columbia, 
the  Commonwealth  of  Puerto  Rico,  Guam, 
the  Virgin  Islands,  the  Northern  Maiiana 
Islands,  the  Trust  Territory  of  the  Pacific 
Islands,  and  any  other  territoty  or  possession 
of  the  United  States. 

Sec.  309(a).  Not  later  than  IS  months 
after  the  date  of  the  enactment  of  the 
Defense  Production  Act  Amendments  of 
1984,  and  annually  thereafter,  the  President 
shall  submit  to  the  Committee  on  Banking, 
Finance  and  Urban  Affairs  of  the  House  of 
Representatives  and  the  Committee  on 
Banking,  Housing,  and  Urban  Affairs  of  the 
Senate,  a  detailed  report  on  the  inq)act  of 
offsets  on  the  defense  preparedness,  in- 
dustrial competitiveness,  en^iloyment,  and 
trade  of  the  United  States.  Bach  sucb  report 
also  shall  include  a  discussion  of  bilateral 
and  multilateral  negotiations  on  of&ets  in 
international  procurement  and  provide  in- 
formation on  the  types,  terms,  and  mag- 
nitude of  the  o&eis. 


(b)  Interagency . 

(1)  In  General-Each  report  under 
subsection  (a)  shall  be  based  on  requisite 
interagency  studies  designed  to  progressive- 
ly capture- 

(A)  the  long-term  as  well  as  the 
short-term  effects  of  of&ets  (with  particular 
attention  to  the  effects  resulting  from  tech- 
nology transfer  associated  with  ofEsei  agree- 
ments); and 
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tore  and  od  non-defeme  industiy  MCton 
wfaidi  may  be  adversely  afEected  by  oQsets. 

(2)  ContcDts  of  Repoiti-Each 
repod  under  subsection  (a)  shall  contaiii  an 
appnqiriatc  summaiy  of— 

(A)  the  ioope  of  the  iioengeaey 
studies  conducted  under  paragraph  (1);  and 


(B)  the  Sndinp  and  condusions 
of  the  agendes  involved  in  the  interagency 
studies  (indudmg  any  difEerences  in  the  con- 
clusions drawn  by  such  agencies).  (SO  U.S.C 
App.2099) 


fThis  title  terminated  at  the  close  of  i^iril 
30, 1953,  by  section  121(b)  of  the  Defense 
Production  Act  Amendments  of  1952,  66 
Stat  306.  June  30;  19521  (50  U.S.C  -^. 
2101-2112) 

ITTLE  V-SETILEMENT  OF  LABOR 


[This  title  teiminaled  at  the  dose  of  April 
30,  1953,  by  section  121(b)  of  the  Defense 
Production  Act  Amendments  of  1952,  66 
Stat  306,  June  30,  1952]  (50  U^C  Afip. 
2121-2123) 


fllie  authori^  for  the  control  of  con- 
sumer credit  terminated  June  30,  1952,  by 
section  116(a)  of  the  Defense  Production 


Act  Amendments  of  1952, 66  Sut  305,  June 
30, 1952].  [TTie  authoti^  for  the  control  of 
real  estate  credit  terminated  the  dose  of 
June  30, 1953,  by  section  11  of  the  Defense 
Production  Act  Amendments  of  1953,  67 
StaL  131,  June  3a  1953]  (SO  U.S.C.  App. 
2131-2137) 

TITLE  Vn-GENERAL  ntOVISIONS 

Sec  701.  (a)  It  is  the  sense  of  the  Congress 
that  small-business  enterprises  be  en- 
couraged to  make  the  greatest  possible  con- 
tributioo  toward  adneviiy  the  objectives  of 
this  Act 

(b)  In  order  to  cany  out  this  policy— , 

(i)  the  President  shall  provide 
small-business  enterprises  with  full  informa- 
tion concerning  the  provisions  of  this  Act 
relating  to,  or  of  benefit  to,  such  enterprises 
and  concerning  activities  of  the  various 
departments  and  agendes  under  this  Act; 
(ii)  such  business  advisory  committees  shall 
be  appoinud,  as  shall  be  appropriate  for 
purposes  of  consultation  in  the  fomnilation 
of  mles,  regulations,  or  orders,  or  amend- 
ments thereto  issued  under  authority  fd  this 
Act,  and  in  their  formation  there  shall  be  foir 
representation  for  independent  small,  for 
medium,  and  for  trade  association  members 
and  non-members,  and  for  different  seg- 
ments of  the  mdustiy; 

(iii)  in  administering  this  Act,  such 
exemptions  shall  be  provided  for  small-busi- 
ness enterprises  as  may  be  feasible  without 
impeding  the  accomplishment  of  the  objec- 
tives of  this  Act,  and 
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(iv)  in  admimsiering  ttiis  Act,  spe- 
cial provision  shall  be  made  for  the  ex- 
peditious handling  of  all  requests, 
ipplicatioiis,  01  appeals  from  smaU-buiiaess 
enteiprises. 

(c)  Whenever  the  President  invoices 
the  poweis  given  him  in  this  Act  to  allocate 
aw  material  in  the  civilian  market,  he  shall 
do  so  in  such  a  mamier  as  to  make  available, 
so  br  as  practicable,  for  business  and  various 
segments  thereof  in  the  normal  channel  of 
distribution  of  such  material,  a  fair  share  of 
the  available  civilian  supp^  based,  so  ^  as 
practicable,  on  the  share  received  by  such 
business  under  normal  conditions  during  a 
representative  period  preceding  any  future 
aliocatioii  of  materials:  Provided,  That  the 
President  shall,  in  the  allocation  of  materials 
in  the  civilian  market,  give  due  consideration 
to  the  needs  of  new  concerns  and  newly  ac- 
quired operations,  undue  hardships  of  in- 
dividual businesses,  and  the  needs  of  small 
n  industry. 


(d)  In  Older  to  further  the  objectives 
and  purposes  of  this  section,  the  Office  of 
Defense  Mobilization  is  directed  to  inves- 
tigate the  distribution  of  defense  contracts 
with  particular  reference  to  the  share  of  such 
contracts  which  has  gone  and  is  now  going  to 
small  business,  either  directly  or  by  sub- 
contract; to  review  the  policies,  procedures, 
and  administrative  arrangements  now  being 
followed  in  order  to  increase  participation  t^ 
smnll  business  in  the  mobilization  program; 
to  explore  all  practical  ways,  whether  by 
amendmemsto  laws,  policies,  regulations,  or 
administrative  arrangements,  or  otherwise, 
to  increase  the  share  of  defense  proctire- 
meni  going  to  smalt  business;  to  get  from  the 


departments  and  agencies  engaged  in 
procurement,  and  &om  other  appropriate 
agencies  including  the  Small  Business  Ad- 
ministratiDn,  their  views  and  recommenda- 
tions on  ways  to  increase  the  share  of 
procurements  going  to  small  business;  and  to 
make  a  report  to  the  President  and  [he  Con- 
gress, not  later  than  six  months  after  the 
enactment  of  the  Defense  Production  Act 
Amendments  of  19S0,  which  report  shall 
contain  the  following:  (i)  a  full  statement  of 
the  steps  taken  by  the  Office  of  Defense 
Mobilization  in  making  investigations  re- 
quired by  this  subsection;  (ii)  the  findings  of 
^e  Office  of  Defense  Mobilization  with 
respect  to  the  share  of  procurement  whidi 
has  gone  and  is  now  going  to  smaU  business; 
(iii)  a  full  and  comfdete  statement  of  the  . 
actions  taken  by  the  Office  of  Defense 
Motnlization  and  other  agencies  to  increase 
such  small  business  share;  (iv)  a  full  "»H 
complete  statement  of  the  recommenda- 
tions made  by  the  procurement  agencies  and 
other  agencies  consulted  by  the  Office  of 
Defense  Mobilization:  and  (v)  spedflc 
recommendations  by  the  Office  of  Ekfense 
Mobilization  for  further  action  to  increase 
the  share  of  procurement  going  to  small 
business.  (50  U.S.C  App.  2151) 

Sec  702  As  used  in  this  Act- 

(a)  The  wtird  'person'  includes  an  in- 
dividual, corporation,  partnership,  associa- 
tion, or  any  other  organized  group  of 
persons,  or  legal  successor  or  representative 
of  the  foregoing  and  includes  the  United 
States  or  any  agency  thereof,  or  any  other 
government,  or  any  of  its  political  sub- 
divisiotts,  or  any  agency  of  any  of  the  forego- 
ing; Pnndded,  That  no  punishment  provided 
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by  this  An  shall  app^  to  the  United  State*, 
or  to  any  sudi  goveinment,  political  sub- 
division, or  govemmem  agency. 

(b)  llie  woric  'mateiiak*  shall  include 
raw  materiab,  articles,  commodities, 
products,  supplies,  conqwnenti,  tedmial 
infonsatiaii,  and  processes. 

(c)  The  word  facilities*  shall  not  in- 
clude Wms,  churches  or  other  places  of  wor- 
ship, or  private  dwelling  houses. 

(d)  The  term  "national  defense'  means 
programs  for  militaiy  and  atomic  energy 
production  or  construction,  military  assis- 
tance to  any  foreign  nation,  stockpiling, 
space  and  directly  related  activity. 

(e)  The  words  "wages,  salaries,  and 
other  conqiensation*  shall  include  all  forms 
of  remuneration  to  employees  by  their 
en^loyers  for  personal  services,  induding, 
but  not  limited  to,  vacation  and  holiday  pay- 
ments, night  shift  and  other  boiuises,  incen- 
tive p^ments,  year-end  boimses,  eiqiloyer 
contributions  to  Qr  ptQFments  of  insurance  or 
welfare  benefits,  employer  contributions  to 
a  pension  fund  or  annuity,  payments  in  kind, 
and  premium  overtime  p^ments. 

(0  The  term  "defense  contractor' 
means  any  person  who  enters  into  a  contract 
with  the  United  States  for  the  production  of 
material  or  the  peifbimance  of  services  for 
the  national  defense. 

Sec  703.  (a)  Except  as  otherwise  spedfi- 
cally  provided,  the  President  may  delegate 
any  power  or  authority  conferred  upon  him 
by  ttus  Act  to  any  officer  or  agency  of  the 


Government,  including  ai^  new  agency  or 
agencies,  (and  the  President  is  hereby 
authorized  to  create  such  new  agendes, 
other  than  corporate  agendes,  as  he  deems 
necessary),  and  he  may  authorize  such 
redeiegatiDns  by  that  irfScer  or  agency  as  Ae 
President  mqr  deem  appropriate.  Tlie  Presi- 
deot  is  autbMized  to  qipcrint  beads  and  as- 
sistaiil  heads  of  any  sadi  new  agendes  and 
other  ofGdals  therein  of  comparable  status, 
and  to  fix  their  compensation,  without 
regard  to  the  Qassificatioit  Act  of  1949,  es 
amended,  the  head  of  one  such  agenqr  to  be 
paid  at  a  rate  conqtaiable  to  the  compensa- 
tion paid  to  the  heads  of  executive  depart- 
ments of  the  Government  and  other  such 
heads  and  assistant  heads  of  independent 
agendes  of  the  GovemmeDL  Any  (rfficer  or 
agency  mqr  employ  dvilian  persoimel  for 
duty  in  the  United  States,  induding  the  Dis- 
trict of  Columbia,  or  elsewhere,  without 
regard  to  section  14  of  the  Federal 
En^Ioyees  P^  Act  of  1946  (60  Stat  219)  as 
the  President  deems  necessary  to  cany  out 
the  provisions  of  this  Act  (SO  U.S.C  .^. 
2153) 

(b)'nie  head  and  assistant  heads  of  aiiy 
independent  agency  created  to  administer 
the  auihori^  conferred  by  title  IV  of  this  Act 
shall  be  qipointed  by  the  President,  by  and 
with  the  advice  and  consent  of  the  Senate. 
Hiere  shall  be  induded  among  the  policy- 
making officers  of  each  regional  office  ad- 
ministering the  authority  conferred  by  title 
IV  of  this  Ad  a  resident  of  each  State  served 
by  such  office  triioee  Governor  requests  such 
representation  (SO  U.S.C  App.  2153) 

Sec.  704.  The  President  m^  make  such 
rules,  regulations,  and  ordeis  as  he  deems 
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necessary  or  appri^niate  lo  cany  out  the 
provisions  of  the  Act  Any  Tegulation  or 
order  under  this  Act  may  be  established  in 
such  foim  and  manner,  may  contain  such 
dassification  and  differentiations,  and  m^ 
provide  for  such  adjustments  and  reasonable 
exceptions  as  in  the  judgment  of  the  Presi- 
dent are  necessary  or  proper  to  effectuate 
the  purposes  of  this  Act,  or  to  prevent  cir- 
cumvention or  evasion,  or  to  fticilitate  enfor- 
cement of  this  Act,  or  any  nile,  regulation,  or 
order  issued  under  this  Act.  No  rule,  regula- 
tion, or  order  issued  under  this  Act  which 
restricts  the  use  of  natural  gas  (either  directly 
or  by  restricting  the  use  of  facilities  for  the 
consumption  of  natural  gas,  or  in  any  other 
manner)  shall  apply  in  any  State  in  which  a 
public  regulatoiy  agent?  has  authority  to 
restrict  the  use  of  natural  gas  and  certifies  to 
the  President  that  it  is  exercising  that 
authority  to  the  extent  necessary  to  ac- 
complish the  objectives  of  this  Act.  (SO 
US.C.App.2154) 

Sec  705.  (a)  The  President  shall  be  en- 
titled, while  this  Act  is  in  effect  and  for  a 
period  of  two  years  thereafter,  by  regulatjoo, 
subpena  (sic),  or  otlierwise.  lo  obtain  such 
iafbrmation  from,  require  such  reports  and 
the  keeping  of  such  records  by,  make  such 
inspection  of  the  books,  records,  and  other 
writings,  premises  or  property  ot  and  take 
the  sworn  testimoi?  o^  and  administer  oaths 
and  affirmations  to,  any  person  as  may  be 
necessary  or  appropriate,  in  his  discretion,  to 
the  enforcement  or  the  administration  of  this 
Act  and  the  regulations  or  orders  issued 
thereunder.  The  President  shall  issue  regula- 
tions insuring  that  the  authority  of  this  sub- 
section will  be  utilized  only  after  the  scope 
and  purpose  of  the  investigation,  inspection. 


or  inquiry  to  be  made  have  been  deSned  by 
conqxtent  authority,  and  it  is  asstired  that  no 
adeqtiate  and  authoritative  data  are  avail- 
able from  any  Federal  or  other  responsible 
agency,  [n  case  of  conturoaqr  by,  or  refusal 
to  obey  a  subpena  (sic)  served  upon,  ai^ 
perscm  referred  to  in  this  subsection,  the 
district  court  of  the  United  States  for  any 
district  in  which  such  peison  is  found  or 
resides  or  transacts  business,  upon  q)plica- 
tion  by  the  President,  shall  have  jurisdictiiHi 
to  issue  an  order  requiring  such  persoit  to 
appear  and  give  testimony  or  to  appear  and 
produce  documents  or  both;  and  ar?  &ulure 
to  obey  such  order  of  the  court  m^  be 
punished  by  sudi  court  as  a  conten^^t  tbere- 
ot 

(b)  [Repealed  by  section  251  of  the 
Orgai^zed  Crime  Control  Act  of  1970  (84 
Stat  931;  PI_  91-452).] 

(c)'nieproductioa  of  aperson's  books, 
records,  or  other  documentary  evidence 
shall  not  be  required  at  ai^  place  other  than 
the  place  where  such  person  usually  keeps 
them,  if  prior  to  the  return  date  specified  in 
the  regulations,  subpena  (sic),  or  other  dooi- 
ment  issued  with  respect  thereto,  such  per- 
son furnishes  the  President  with  a  true  copy 
of  such  books,  records,  or  other  documen- 
tary evidence  (certified  by  such  person  under 
oath  lo  be  a  true  and  correct  copy)  or  enters 
into  astipulation  with  the  President  as  to  the 
information  contained  in  such  books, 
records,  or  other  documentary  evidence. 
Witnesses  shall  be  paid  the  same  fees  and 
mileage  that  are  paid  w' 
oftbe  United  States. 
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(d)  A19  person  who  willful^  perfonns 
a:^  act  proMbited  or  will&ilfy  Mis  to  per- 
form any  act  [cquiied  by  the  above 
ptovisioos  of  this  sectioo,  or  any  rule,  regula- 
tioii,  or  order  thereunder,  shall  upon  convic- 
tion be  Qned  not  more  than  $1,000  or 
inqtrisoned  for  not  more  than  one  year  or 
both. 

(e)  Information  obtained  under  this 
section  which  the  President  deems  confiden- 
tial or  with  refcience  to  which  a  request  for 
confidential  treatment  is  made  by  the  person 
Fumishing  such  information  shall  not  be  pub- 
lished or  disclosed  unless  the  President 
determines  that  the  withholding  thereof  is 
contrary  to  the  interest  of  the  national 
defense,  and  any  person  willfully  violating 
this  provision  shall,  upon  conviction,  be 
fined  not  more  than  110,000,  or  imprisoned 
for  not  more  than  one  year,  or  both. 

AU  information  obtained  by  the  OfGce  of 
Price  Stabilization  under  this  section  705,  as 
amended,  and  not  made  public  prior  to  J^nil 
30, 1953,  shall  be  deemed  confidential  and 
shall  not  be  published  or  disclosed,  either  10 
the  public  or  to  another  Federal  agency  ex- 
cept the  Congress  or  up/  duly  authorized 
committee  thereof,  and  except  the  Depart- 
ment of  Justice  for  such  use  as  it  may  deem 
necessary  in  the  performance  of  its  Func- 
tions, unless  the  President  detennines  that 
the  withholding  thereof  is  contrary  to  the 
interests  of  the  national  defense,  and  at^ 
person  willfully  violating  this  provision  shall, 
upon  conviction,  be  fined  not  more  than 
110,000  or  imprisoned  for  not  more  than  one 
year,  or  both. 


(f)  Any  person  subpoenaed  tinder  this 
section  shall  have  tbe  right  to  make  a  record 
of  his  testimony  and  to  be  represented  by 
counsel  (50  U.S.C  .1^.  2155) 

Sec  706.  (a)  Whenever  in  the  judgment  of 
the  President  any  person  has  engaged  or  ii 
about  to  engage  in  any  acts  or  practices 
which  constitute  or  will  constituteaviolatim 
of  any  provision  of  this  Act,  he  may  make 
application  to  the  appropriate  court  for  an 
order  enjoining  such  acts  or  practices,  or  for 
an  order  enforcing  compliance  with  sudi 
provision,  and  upon  a  showing  by  the  Presi- 
dent that  such  person  has  engaged  or  is  about 
to  engage  m  aiqr  such  acts  or  praOices  a 
permanent  or  temporary  injunction, 
restraining  order,  or  other  order,  with  or 
without  such  injunction  or  restraining  order, 
shall  be  granted  without  bond. 

(b)  The  district  courts  of  the  United 
Stales  and  tbe  United  States  courts  of  any 
Territory  or  other  place  subject  to  the  juris- 
diction of  the  United  States  shall  have  juris- 
diction of  violations  of  this  Act,  or  any  nile, 
regulation,  order,  or  subpena  (sic)  there- 
under, and  of  all  civil  actions  under  this  Act 
to  enforce  any  liability  or  dat/  created  by,  or 
to  enjoin  any  violation  0^  this  Act  or  any  rale, 
regulation,  order,  or  subpena  (sic)  there- 
under. Any  criminal  proceeding  on  accoimt 
of  any  such  violation  m^  be  brought  in  any 
district  in  which  aiiy  act,  biilure  to  act,  or 
transaction  constituting  the  violation  oc- 
curred. Ai^  such  civil  action  may  be  brought 
in  ai^  such  district  or  in  the  district  in  which 
the  defendant  resides  or  transacts  business. 
Process  in  such  cases,  criminal  or  civil,  maf 
be  served  in  any  district  wherein  the  delSen- 
dani  resides  or  transacts  business  or 
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\riierever  the  defendant  m^  be  found;  the 
subpena  (sic)  for  witnesses  vAo  are  required 
to  attend  a  court  in  any  district  in  such  case 
may  niD  into  any  otber  district.  The  termina- 
tion of  the  authori^  granted  in  any  title  or 
section  of  this  Act,  or  of  any  rule,  regulation, 
or  order  issued  thereunder,  shall  not  operate 
to  defeat  any  suit,  action,  or  prosecution, 
whether  theretofore  or  thereafter  com- 
menced, with  respect  to  any  right,  liability,  or 
offense  incurred  or  committed  prior  lo  the 
lennination  date  of  such  title  or  of  such  rule, 
regulation,  or  order.  No  costs  shall  be  as- 
sessed against  the  United  States  in  any 
proceeding  under  this  Act.  All  litigation  aris- 
ing under  this  Act  or  the  regulations  promul- 
gated thereunder  shall  be  under  the 
supeivision  and  control  of  the  Attorney 
General  (50  U.S.C  App.  2156). 

Sec.  707.  No  person  shall  be  held  liable  for 
damages  oi  peiulties  for  any  act  or  foilure  to 
act,  resulting  directly  or  indirectly  from  com- 
pliance with  a  rule,  regulation,  or  order  is- 
sued pursuant  to  this  Act  notwithstanding 
that  any  such  rule,  regulation,  or  order  shall 
thereafter  be  declared  by  judicial  or  other 
competent  authority  to  be  invalid.  No  person 
shall  discriminate  against  orders  or  contracts 
to  which  priority  is  assigned  or  for  whicta 
materials  or  facilities  are  allocated  under 
title  I  of  this  Act  or  under  ai^  rule,  regula- 
tion, or  order  issued  thereunder,  by  charging 
higher  prices  or  by  imposing  different  terms 
and  condirions  for  such  orders  or  contracts 
than  for  other  generally  comparable  orders 
or  contracts,  or  in  any  other  maruier.  (50 
U.S.C  App,  2157) 

Sec.  708.  (a)  Except  as  specifically 
provided  in  subsection  (j)  of  this  section  and 


subsection  (j)  of  section  708A,  no  provision 
of  this  Act  shall  be  deemed  to  convey  to  any 
person  any  immunity  from  dvil  or  criminal 
liability,  or  to  en 
under  the  antitrust  laws. 


(1)  the  Act  entitled  'An  Act  to  protect 
trade  and  commerce  against  unlawful 
restraints  and  monopolies',  approved  July  2, 
1890.(15U.S.Cletseq.); 

(2)  the  Act  entitled  'An  Act  to  sup- 
plement existing  laws  against  unlaw^ 
restraints  and  monopolies  and  for  other  pur- 
poses', approved  October  15,  1914  (15 
U.S.C12etBeq.); 

(3)  the  Federal  Trade  Commission 
Aci(15U.S.C.41etseq.) 

(4)  sections  73  and  74  of  the  Act 
entitled  'An  Act  to  reduce  taxation,  to  pro- 
vide revenue  for  the  Government,  and  for 
other  purposes',  approved  August  27, 1894 
(15U.S.C8and9); 

(5)  the  Act  of  June  19, 1936,  chapter 
592  (15  U.S.C.  13, 13a,  13b,  and  21a);  and 

(6)  the  Act  entitled  'An  Act  to 
promote  export  trade  and  for  other  pur- 
poses', approved  April  10,  1918  (IS  U.S.C 
61-65). 

(c)(1)  Except  as  otherwise  provided  in 

section  708A(o),  upon  finding  that  condi- 
tions exist  which  mi^  pose  a  direct  threat  to 
the  national  defense  or  its  preparedness 
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programs,  the  President  m^  consult  with 
representatives  of  indiutiy,  business,  financ- 
ing, agriculture,  labor,  and  other  interests  in 
Older  lo  provide  for  tbe  making  by  such  per- 
sons, with  the  af^oval  of  the  President,  of 
voluntary  agreements  to  help  provide  for  the 
defense  of  the  United  States  through  the 
development  of  preparedness  programs  and 
the  e^ansion  of  productive  capacity  and 
supply  beyond  levels  needed  to  meet  essen- 
tjal  civilian  demand  in  the  United  States. 

(2)  The  authority  granted  to  the 
President  in  paragraph  (1)  and  subsection 
(d)  may  be  delegated  by  him  (A)  to  in- 
dividuals who  are  qtpointed  by  and  with  the 
advice  and  consent  of  the  Senate,  or  are 
holding  ofGces  to  which  they  have  been  q>- 
pointed  by  and  with  the  advice  and  consent 
of  the  Senate,  (B)  upon  the  condition  that 
such  individuals  consult  with  the  Attorney 
General  and  with  the  Federal  Trade  Cora- 
mission  notlessthantendays  before  consult- 
ing with  any  persons  under  paragraph  (1), 
and  (C)  upon  the  condition  that  such  in- 
dividuals obtain  the  prior  approval  of  the 
Attorney  General,  after  consultation  by  the 
Attorney  General  with  the  Federal  Trade 
Conmiission,  to  consult  under  paragraph  ( 1) . 
For  the  purpose  of  carrying  out  the  objec- 
tives of  title  I  of  this  Act,  the  authority 
granted  in  paragraph  (1)  of  this  subsection 
shall  not  be  delegated  to  more  than  one 
individual, 

(d)(  1 )  To  achieve  the  objectives  of  sub- 
section (c)(1)  of  this  section,  the  President 
or  any  individual  designated  pursuant  to  sub- 
section (c)(2)  may  provide  for  the  estab- 
lishnKnt  of  siKh  advisory  committees  as  he 
determines  are  necessary.  In  addition  to  the 


requirement  specified  in  this  section,  any 
sudi  advisory  committee  shall  be  subject  to 
the  provisions  of  the  Federal  Advisoiy  Com- 
mittee Act,  whether  or  not  such  Act  or  at^ 
of  its  prorisiotts  expire  or  tenninate  during 
the  term  of  this  Act  or  such  committees,  and 
in  all  cases  such  advisoiy  committees  shall  be 
chaired  by  a  Federal  employee  (other  than 
an  individual  employed  pursuant  to  section 
3109  of  title  5,  United  Sutes  Code)  and  shall 
include  representatives  of  tbe  public,  and  the 
meetings  of  such  conunitlees  shall  be  open 
to  the  public  Tie  Attorney  General  and  the 
Federal  Trade  Commission  shall  have  ade- 
quate advance  notice  of  any  meeting  and 
may  have  an  official  representative  attend 
and  participate  in  aiqi  such  meeting. 

(2)  A  hill  and  complete  verbatim 

transcript  shall  he  kept  of  such  advisoiy  com- 
mittee meetings,  and  shall  be  taken  and 
deposited,  together  with  any  agreement 
resulting  therefrom,  with  the  Attorney 
General  and  the  Federal  Tiade  Commis- 
sion. Such  transcript  and  agreement  shall  be 
made  available  for  public  inspection  and 
copying,  subject  to  the  provisions  of  section 
SS2(b)(l)  and  (b)(3)  of  tide  S,  United  Suies 
Code. 

(e)(1)  The  individual  or  individuals 
referred  to  in  subsection  (c)(2)  shall,  after 
approval  of  the  Attorney  General,  after  con- 
sultation by  the  Attorney  General  with  the 
Chairman  of  the  Fedeial  Trade  Commis- 
sion, promulgate  rules,  in  accordance  with 
section  553  of  title  5,  United  States  Code, 
incorporating  standards  and  procedures  by 
which  voluntary  agreements  may  be 
developed  and  carried  out. 
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(A)  general  notice  of  the 
pn^osed  rulemaking  referred  to  in  para- 
graph (1)  shall  be  publislied  in  the  Federal 
Register,  and  sucb  notice  sball  indude- 

(i)  a  statement  of  the  time, 
place,  and  nature  of  the  proposed  nilemak- 
ingptoceedinp; 

(ji)  reference  to  the  legal 
authority  under  which  the  rule  is  being 
proposed;  and 

(iii)  either  the  terms  of  sub- 
stance of  the  proposed  nile  or  a  description 
of  the  subjects  aiid  issues  involved; 

(B)  the  required  publication  of  a 
rule  shall  be  made  not  less  than  thirty  days 
before  its  effective  dale;  and 

(C)  the  individual  or  individuals 
referred  to  in  paragraph  ( 1)  shall  give  inter- 
ested persons  the  ri^t  to  petition  for  the 
issuance,  amendment,  or  repeal  of  a  rule. 

(3)  The  rules  promulgated  pursuant 
to  this  subsection  incorporating  standards 
and  procedures  by  which  volimtacy  agree- 
ments may  be  developed  shall  provide, 
among  other  things,  that— 

(A)  such  agreements  shall  be 
developed  at  meetings  which  indude- 

(i)  the  Atton»ey  General  or 


(ii)  the  Chairman  of  the 
Federal  Trade  Commission  or  his  delegate^ 


(iii)  an  individual  designated 
by  the  President  in  subsection  (cX2)  or  fail 
delegate,  and  which  are  diaired  by  the  in- 
dividual referred  to  in  dause  (iii); 

(B)  at  least  seven  days  piior  to 
any  such  meeting,  notice  of  the  time,  place, 
and  nature  of  the  meeting  shall  be  published 
in  the  Federal  Register; 

(C)  interested  persons  m^  nib- 
mit  written  data  and  views  coDoeming  the 
proposed  voluntary  agreement,  with  or 
without  opportuni^  for  oral  pi 


(D)  interested  persons  m^  at- 
tend any  such  meeting  unless  the  individual 
designated  by  the  President  in  subsection 
(c)(2}  finds  that  the  matter  or  matters  to  be 
discussed  at  sudi  meeting  falls  within  the 
purview  of  matters  descnbed  in  subsection 
(b)(1)  or  (bX3)  of  section  552  of  title  5. 
United  States  Code; 

(E)  a  fiill  and  verbatim  transcript 
shall  be  made  of  ai^  such  meeting  and  shall 
be  transmitted  by  the  diairman  of  the  meet- 
ing to  the  Attorney  General  and  to  the 
Chairman  of  the  Federal  l^ade  Comnns- 
sion; 

(F)  any  voluntary  agreement 
resulting  &om  the  meetings  shall  be  trans- 
mitted by  the  chairman  of  the  meetings  to 
the  Attorney  General  and  to  the  Qiaitman 
of  the  Federal  Trade  Commission;  and 
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(G)  ai^  transcripi  refened  lo  in 
subpsragrapb  (E)  and  any  voluntary  agree- 
ment referred  to  in  subparagraph  (F)  shall 
be  available  for  public  inspection  and  ct^- 
ing,  subject  to  subsections  (b)(1)  and  (b)(3) 
of  section  552  of  title  S,  United  Stales  Code. 


(A)  the  individual  referred  to  in 
subsection  (c)(2)  wbo  is  to  administer  the 
agreement  approves  it  and  certifies,  in  writ- 
ing, that  the  agreement  is  necessaiy  to  carry 
out  the  purposes  of  subsection  (c)(1);  and 

(B)  the  Attorney  General  (after 
consultation  with  the  Chairman  of  the 
Federal  Trade  Commission)  finds  in  writing, 
that  such  purpose  aa^  not  reasonably  be 
achieved  through  a  voluntary  agreement 
having  less  anticompetitive  effects  or 
without  at^  voluntary  agreemeaL 

(2)  Each  voluntary  agreement 
which  becomes  effective  under  paragr^h 
(1)  shall  expire  two  years  after  the  date  it 
becomes  ef^ctive  (and  at  two-year  intervals 
thereafter,  as  the  case  may  be),  unless  (im- 
mediately prior  to  such  expiration  date)  the 
individual  referred  to  in  subsection  (c)(2) 
who  administers  the  agreement  and  the  At- 
torney General  (after  consultation  with  the 
Chairman  of  the  Federal  Trade  Conmiis- 
sion)  tnake  the  certification  or  finriing,  as  the 
case  may  be,  described  in  paragraph  (1)  with 
respect  to  such  voluntary  agreement,  in 
which  case,  the  voluntary  agreement  may  be 
extended  for  any  additional  period  of  two 


(g)  The  Attorney  General  and  (he 
Chainnan  of  the  Federal  Trade  Commission 
shall  monitor  the  carrying  out  of  any  volun- 
tary agreement  to  assure- 


(1)  that  the  agreement  is  carrying 
out  the  purposes  of  subsection  (c)(1); 

(2)  that  the  agreement  is  being  car- 
ried out  under  rules  promulgated  pursuant 
to  subsection  (e); 

(3)  that  the  participants  are  acting 
in  accordance  with  the  terms  of  the  agree- 
ment; and 

(4)  the  protection  and  fostering  of 
competition  and  the  prevention  of  anticom- 
petitive practices  and  effects. 

(h)  The  rules  promulgated  under  sub- 
section (e)  with  respect  to  the  carrying  out  of 
voluntary  agreements  shall  provide— 

(1)  for  the  rnaintenance,  by  par- 
ticipants in  any  voluntary  agreement,  of 
documents,  minutes  of  meetings,  transcripts, 
records,  and  other  data  related  to  the  carry- 
ing out  of  any  voluntary  agreement; 

(2)  that  partidpants  in  ai^  volun- 
tary agreement  agree,  in  writing,  to  make 
available  to  the  individual  designated  by  the 
President  in  subsection  (c)(2)  to  administer 
the  voluntary  agreement,  the  Attorney 
General  and  the  Chainnan  of  the  Federal 
Trade  Commission  for  inspection  and  copy- 
ing at  reasonable  times  and  upon  reason^le 
notice  any  item  inaintained  pursuant  to  para- 
graph (1); 
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(3)  that  any  item  made  available  to 
tbe  individual  designated  by  the  President  in 
subsection  (c)(2)  to  administer  the  voluntary 
agreement,  the  Attoraey  General,  or  the 
Qiainnaii  of  the  Federal  Trade  Commission 
pursuant  to  paragraph  (2)  shall  be  available 
&t)m  such  individuaL  the  Attorney  General, 
or  tbe  Chairman  of  the  Federal  Trade  Com- 
mission, as  the  case  m^be,  forpublic  inspec- 
tion and  copying,  subject  to  subsections 
(b)(1)  and  (bX3)  of  section  552  of  title  5, 
United  States  Code: 

(4)  that  tbe  individual  designated  by 
tbe  President  in  subsection  (c)(2)  to  ad- 
minister the  voluntary  agreement,  the  Attor- 
ney General,  and  the  Chairman  of  the 
Federal  Trade  Commission,  or  their 
delegates,  may  attend  meetings  to  carry  out 
any  voluntary  agreement; 

(5)  that  a  Federal  employee  (other 
than  an  individual  employed  pursuant  to  sec- 
tion 3 109  of  title  5  of  the  United  States  Code) 
shall  attend  meetings  to  cany  out  any  volun- 
tary agreement; 

(6)  that  participants  in  any  volun- 
tary agreement  provide  the  individual  desig- 
nated by  the  President  in  subsection  (c)(2) 
to  administer  tbe  voluntary  agreement,  the 
Attorney  General,  and  the  Chairman  of  the 
Federal  Trade  Commission  with  adequate 
prior  notice  of  the  time,  place,  and  nattire  of 
any  meeting  to  be  held  to  carry  out  the  volun- 
taiy  agreement; 

(7)  for  the  attendance  by  interested 
persons  of  any  meeting  held  to  carry  out  at^ 
voluntary  agreement,  unless  the  individual 
designated  by  the  President  in  subsection 


(c)(2)  to  administer  the  voluntary  agreement 
Bnds  that  the  matter  or  matters  to  be  dis- 
cussed at  such  meeting  falls  within  the  pur- 
view of  matters  described  in  subsection 
(b)(1)  or  (b)(3)  of  section  552  of  title  5, 
United  States  Code; 

(8)  that  the  individual  designated  by 
the  President  in  subsection  (c)(2)  to  ad- 
minister the  voluntary  agreement  has  pub- 
lished in  the  Federal  Register  prior 
notification  of  the  time,  place,  and  nature  of 
at^  meeting  held  to  carry  out  any  voluntary 
agreement,  unless  he  finds  that  the  matter  or 
matters  to  be  discussed  at  such  meeting  falls 
within  the  purview  of  matters  described  in 
subsection  (b)(1)  or  (b)(3)  of  section  552  of 
title  5,  United  States  Code,  in  which  case, 
notification  of  the  time,  place,  and  nature  of 
such  meeting  shall  be  published  in  the 
Federal  Register  within  ten  d^s  of  the  date 
of  such  meeting; 

(9) that- 

(A)  the  Attorney  General  (after 
consultation  with  the  Cbairman  of  the 
Federal  Trade  Commission  and  the  in- 
dividual designated  by  the  President  in  sub- 
section (c)(2)  to  administer  a  voluntary 
agreement),  or 


(B)  the  individiud  designated  by 
the  President  in  subsecdoa  (c)(2)  to  ad- 
minister a  volimtaty  agreement  (after  con- 
sultation with  the  Attorney  General  and  the 
Chairman  of  the  Federal  Trade  Commis- 
sion), may  terminate  or  modi^,  in  writing, 
the  voltmtary  agreement  at  ar^  time,  and 
that  effective,  inmiediatefy  upon  sudi  ter- 
mination or  modification,  any  antitrust  im- 
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munity  conferred  iqmn  the  pvtidpanb  in 
the  voluiitaiy  agreement  by  subsectioD  (j) 
shall  Dot  app]y  to  any  act  or  onduion  occur- 
ring >fter  the  time  of  such  terminadtm  or 


(10)  that  panidpaiits  in  any  volim- 
taiy  agreement  be  leasonabiy  representative 
of  the  qipropriate  industry  or  segment  of 
such  industry. 

(i)  The  Attorney  General  and  the 
Qiairman  of  the  Federal  Trade  Conunission 
Shan  each  promulgate  such  rules  ai  each 
deems  necessary  or  appriyriate  to  cany  out 
Us  responsibility  under  this  section. 

(j}There  shaU  be  available  as  a  defense 
for  aiqr  peison  to  any  civil  or  criminal  action 
brou^l  for  violation  of  the  antiliust  laws  (or 
aiv  similar  law  of  any  State)  with  respect  to 
any  act  01  omission  to  act  to  develop  or  carry 
out  any  voluntaiy  agreement  under  this  sec- 


(1)  such  act  or  omission  to  act  was 
taken  in  good  faith  by  that  penon- 

(A)  in  the  couise  of  developing  a 
voluntary  agreement  under  this  section,  or 

(B)  to  carry  out  a  voluntaiy 
agreement  under  this  section;  and 

(2)  such  person  fuDy  con^ilied  with 
this  section  and  the  nUes  promulgated 
hereunder,  and  acted  in  accordance  with  the 
terms  of  the  voluntary  agreement 


survey  for  the  purpose  of  determining  any 
factors  which  m^  tend  to  eliminate  eom- 
petitloi:,  create  or  strengthen  monopolies, 
iiqure  small  business,  or  otherwise  promote 
undue  concentratioD  of  economic  power  in 
the  course  of  the  administration  of  this  sec- 
tioiL  Such  survey  shall  include  studies  of  the 
voluntary  agreements  authorized  by  this  sec- 
ticHL  The  Attorney  General  shall  (after  con- 
sultation with  the  Federal  Trade 
Coitunission)  submit  to  the  Congress  and  the 
President  at  least  once  every  year  reports 
setting  forth  the  results  of  such  studies  of 
voluntary  agreements. 

(1)  The  individual  or  individuals  desig- 
nated by  the  President  in  subsection  (c)(2) 
shall  submit  to  the  Congress  and  the  Presi- 
dent at  least  once  every  year  reports  describ- 
ing each  voluntary  agreement  in  eSect  and 
its  contribution  to  achievement  of  the  pur- 
pose of  subsection  (cX^)- 

(m)  On  complaint,  the  United  States 
District  Court  for  the  District  of  Columbia 
shall  have  jurisdiction  to  enjoin  arcf  exemp- 
tion or  suspension  pursuant  to  subsections 
(d)(2),  (e)(3),  CD)  and  (G),  and  (h)  (3),  (7), 
and  (8),  and  to  order  the  production  of 
transcripts,  agreements,  items,  or  other 
records  maintained  pursuant  to  this  section 
by  the  Attorney  Geiwral,  the  Federal  Trade 
Commisuon  or  any  individual  designated 
under  subsection  (c)(2),  where  the  court 
determines  that  such  transcripts,  agree- 
ments, items,  or  other  records  have  been 
improper^  withheld  &om  the  con^ilainant 
In  such  a  case  the  court  shall  determine  the 
matter  de  novo,  and  mi^  examine  the  con- 
tents of  such  transcripts,  agreements,  items, 
or  other  records  in  camera  to  determine 
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whether  such  transcripts,  agreements,  items, 
or  other  records  or  ai^paits  thereof  shaU  be 
withheld  imder  a:^  01  the  exemption  or 
saspeosian  provisions  referred  to  in  this  sub- 
section, and  the  burden  is  on  the  Attorney 
General,  the  Federal  Trade  Commission,  or 
sudi  designated  individual,  as  ttie  case  may 
b^  to  sustain  its  actiott  (50  U^.C  App. 
2158) 

Sec.  708A.  (a)  Except  as  specifically 
provided  in  subsection  (j)  of  this  section  and 
section708(j)ofthis  Act,  no  provision  of  this 
Act  slull  be  deemed  to  convey  to  any  person 
any  imnnini^  &om  dvil  orcrimiDalliabili^, 
or  to  create  defenses  to  actions,  under  tbe 
antittusilaws. 


(b)  As  used  in  this 

(1)  The  term  ^temadonal  uiergy 
supply  emergeii^  means  any  period  (A) 
bediming  on  any  date  which  tbe  President 
determines  allocation  of  petroleum 
products  to  nations  paiticipatiog  in  the  inter- 
national agreement  Is  required  by  chapters 
in  and  IV  of  such  program,  and  (B)  ending 
on  a  date  on  which  he  determines  such  al- 
location is  no  longer  required.  Such  a  period 
may  not  exceed  ninety  days,  but  the  Presi- 
dent mi^  establish  one  or  more  additional 
periods  by  making  the  determination  under 
clause  (A)  of  the  preceding  sentence.  Any 
determination  respecting  the  beginning  or 
end  of  any  such  period  shall  be  published  in 
the  Federal  Register. 

(2)  Tbe  term  'international  agree- 
raenf  means  the  Agreement  on  an  intema- 
tional  Baetgy  Program,  signed  by  tbe  United 
States  on  November  18. 1974. 


(3)  The  term  'Administrator' 
means  the  Administrator  of  the  Federal 
Energy  AdministratiaiL 

(4)  The  term  "petroleum  producti' 


(B)  natural  gas  liquids  and  other 
liquids  produced  in  assodaiion  with  crude 
oQ  or  natural  gas. 


(C)  refined  petroleum  pi 
including  but  not  limited  to  gasoline, 
kerosene,  distillates,  residual  fuel  oil, 
refined  lubricating  oil,  and  liquefied 
petroleum  gases;  and 

(D)  blending  agents  and  addi- 
tives used  in  conjunction  with  crude  oil  and 
refitted  petroleum  products. 

(c)  The  requirements  of  this  section 
shall  be  the  sole  procedures  applicable  to  the 
development  or  implementation  of  volun- 
tary agreements  or  plans  of  action  to  ac- 
complish the  objectives  of  the  international 
agreement  with  respect  to  international  al- 
location of  petroleimi  products  and  the  in- 
formation  system  provided  in  such 
agreement,  and  to  the  availability  of  im- 
munity fi'om  the  antitrust  laws  respecting  tbe 
development  or  implementation  of  such 
voluntary  agreements  or  plans  of  action. 

{d)(l)  To  achieve  the  purposes  of  tbe 
intematiDnal  agreement  with  respect  to  in- 
ternational allocation  of  petroleum  products 
and  the  information  system  provided  in  sudi 
agreement,  tbe  Adndnistrator  m^  provide 
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for  the  establishment  of  sucb  advisory  com- 
mittees ts  he  determines  are  necessary.  In 
addition  to  the  requirements  specified  in  this 
section,  sudi  advisory  committees  shall  be 
subject  to  the  provisions  of  the  Federal  Ad- 
visory Committee  Act  and  section  17  of  the 
Federal  Energy  Administration  Act  of  1?74, 
whether  or  not  such  Acts  or  any  provisions 
thereof  expire  or  tennuiue  during  the  term 
of  this  Act  or  of  such  committees,  and,  in  all 
cases,  sucb  advisory  committees  shall  be 
diaired  by  a  Federal  employee  (other  than 
an  individual  employed  pursuant  to  section 
3109  of  title  5,  United  States  Code)  and  shall 
include  representatives  of  the  public,  and  the 
meeting  of  such  committees  shall  be  open 
to  the  public  The  Attorney  General  and  the 
Federal  Trade  Commission  shall  have  ade- 
quate advance  notice  of  toQ  meeting  and 
m^  have  an  official  representative  attend 
and  participate  in  any  such  meeting. 

(2)  A  full  and  con^lete  verbatim 
transcript  shall  be  kept  of  such  advisory  com- 
mittee meetings,  and  shall  be  taken  and 
deposited,  together  with  ai^  agreement 
resulting  therefrom,  with  the  Attorney 
General  and  the  Federal  Trade  Commis- 
sioiL  Such  transcript  and  agreement  shall  be 
made  available  for  public  inspection  and 
copying,  subject  to  the  provisions  of  section 
552  (b)(1)  and  (b)(3)  of  titie  5,  United  States 
Code. 

(3)  For  the  purpose  of  this  section, 
theprovisionsofinbsecdon(a)  of  section  17 
of  the  Federal  Energy  Administration  Act  of 
1974  shall  apply  to  ai^  board,  task  force 
commission,  committee,  or  similar  group, 
not  composed  entirely  of  ftiU-time  Federal 
employees  (other  than  individuals  emplttyed 


pursuaiu  to  sectioD  3109  of  title  S,  United 
States  Code)  established  or  utilized  to  advise 
the  United  States  Govenmient  with  respect 
to  the  development  or  inqilementation  of 
any  agreement  or  plan  of  action  under  the 
international  agreement 

(e)  llie  Administrator,  subject  to  the 
approval  of  the  Attorney  General  Attorn^ 
Geneial,  after  both  of  them  have  consulted 
with  the  Federal  Trade  Conuiission  and  the 
Secretary  of  State,  shall  promulgate,  by  rule, 
standards  and  procedures  by  which  persons 
engaged  in  the  business  of  producing  refin- 
ing marketing,  or  distributing  petroleum 
pnxhicts  m^  develop  and  implement  volun- 
tary agreements  and  plans  of  action  which 
relate  international  allocation  of  petroleimi 
products  and  the  information  system 
provided  in  such  agreemenL 

(0  The  standards  and  procedures 
under  subsection  (e)  shall  be  promulgated 
pursuant  to  section  553  of  title  5,  United 
States  Code.  They  shall  provide,  among 
other  things  that— 

(1)(A)  Meetings  held  to  develop  or 
implement  a  voluntary  agreement  or  plan  of 
action  under  this  section  shall  permit  atten- 
dance by  interested  persons,  including  all 
mterested  segments  of  the  petroleum  in- 
dustry, consumers,  committees  of  Congress, 
and  the  public  shall  be  preceded  by  timely 
and  adequate  notice  with  identification  erf 
such  meeting  to  the  Attorney  General,  the 
Federal  Trade  Commission,  committees  of 
Congress,  and  (except  during  an  internation- 
al energy  supply  emergency)  to  the  public, 
and  shall  be  initiated  and  chaired  by  a 
Federal  employee  other  than  an  individual 
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imployed  pursuant  to  section3109  of  title  5. 
Jolted  Stales  Code;  except  that  (i)  meetings 
rf  bodies  cieated  by  tlie  bitemational  Ener- 
jy  Agency  establisbed  by  the  internatioiial 
agreement  need  not  be  open  to  interested  - 
persons  and  need  not  be  initiated  and 
diaired  by  a  Federal  employee,  and  (ii)  the 
Administrator,  in  consultation  with  the 
Secretaiy  of  State  and  the  Attorney  General, 
may  determine  that  a  meeting  held  to  imple- 
ment or  cany  out  an  agreement  or  plan  of 
action  shall  not  be  public  and  that  atten- 
dance may  be  limited,  subject  to  reasonable 
representation  of  affected  segments  of  the 
petroleum  industry  (as  determined  by  the 
Administrator,  after  consultation  with  the 
Attorn^  General]  if  he  Snds  that  a  wider 
disclosure  would  be  detrimental  to  the 
foreign  polity  interests  of  the  United  States. 

(B)  No  meetings  inay  be  held  to 
develop  or  implement  a  voltmtaiy  agree- 
ment or  plan  of  action  under  this  section. 
unless  a  Federal  employee  other  than  an 
individual  employed  pursuant  to  section 
3109  of  title  5,  United  Sutes  Code,  is 
present;  except  that  during  an  international 
energy  supply  emergency,  a  meeting  to  im- 
plement such  an  agreement  or  plan  of  action 
may  be  held  outside  the  presence  of  such  an 
employee  (and  need  not  be  initiated  or 
chaJred  by  such  an  employee)  if  prior  con- 
sent is  gramed  by  the  Administrator  and  the 
Attorney  General  The  Administrator  and 
the  Attorney  General  shall  each  make  a  writ- 
ten record  of  the  granting  of  any  such  prior 


(2)  Interested  persons  permitted  tc 
attend  such  a  meeting  shall  be  afforded  an 


opportuni^  to  present  in  writing  and  orally, 
data,  views,  and  arguments  at  such  m 


(3)  A  verbatim  transcript  or,  if 
keeping  a  verbatim  transcript  is  not  prac- 
ticable, full  and  complete  notes  or  minutes 
shall  be  kept  of  any  meeting  held  or  com- 
munications made  to  develop  or  inclement 
a  voluntary  agreement  or  plan  of  action 
luder  this  section,  between  or  among  per- 
sons who  are  parties  to  such  a  voluntary 
agreement ,  or  with  respect  to  meetings  held 
or  communications  made  to  develop  a 
voluntary  agreement;  except  that,  during  ai^ 
international  energy  supply  emergency,  in 
lieu  of  minutes  or  a  transcript,  a  log  mi^  be 
kept  containing  a  notation  of  the  parties  to, 
and  sut^ecl  matter  of,  arty  such  commiuiica- 
tion  (other  than  in  the  course  of  such  ameet- 
ing).  Such  mimites,  notes,  transcript,  or  log 
shall  be  deposited,  together  with  ai^  agree- 
ment resulting  therefrom,  with  the  Ad- 
miiustrator,  and  shall  be  available  to  the 
Atiomey  General  and  the  Federal  Trade 
Commission.  Such  minutes,  notes, 
transcripts,  lo^  and  agreements  shall  be 
available  for  public  inspection  and  copying 
except  as  otherwise  provided  in  section  352 
(b)(1)  and  (b)(3)  of  title  S,  United  States 
Code,  or  pursuant  to  a  determiiiation  by  the 
Administrator,  in  consultation  with  the 
SecretaryofState  and  the  Attorney  General, 
that  such  disclosure  would  be  detrimental  to 
the  foreign  policy  interests  of  the  United 
States. 

No  provision  of  this  section  may  be  exer- 
cised so  as  to  prevent  committee  of  Congten 
from  attending  meetings  to  which  fh»*  sul>- 
section  applies,  or  &om  having  access  to  aiqr 
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traiucripis  OT  minutes  of  sucb  meetings,  or 
logs  of  communicatioa. 

(g)  Si^lject  to  the  prior  approval  of  the 
Attorney  General  and  the  Federal  Trade 
CommissioD.  the  Administrator  may 
mqpoid  the  am)licaticai  of- 

(1)  sections  lOand  11  of  theFederal 
Advisoiy  Comimttee  Act, 

(2)  subsections  (b)  and  (c)  of  sec- 
tion 17  of  the  Federal  Energy  Administra- 
tion Ad  of  1974, 

(3)  the  requirement  under  subsec- 
tion (d)(1)  of  this  section  that  meetings  be 
open  to  the  public;  and 

(4)  the  second  sentence  of  subsec- 
tion (d)(2)  of  this  section;  if  the  Ad- 
ministrator detennines  in  each  instance  that 
such  suspension  is  essential  to  the  im- 
plementation of  the  international  agreement 
as  it  relates  to  the  international  allocation  of 
petroleum  products  or  the  informatioo  as- 
tern provided  in  such  agreement  and  if  the 
Secretary  of  State  determines  that  the  ap- 
plication of  such  provisions  would  be 
detrimental  to  the  foreign  policy  interests  of 
the  United  States  such  determination  by  the 
administrator  and  the  Secretary  of  State 
shall  be  in  writing,  shall  set  forth,  to  the 
extent  possible  consistent  with  tlie  need  to 
protect  the  security  of  classified  national 
defease  and  foreign  poli^  information,  a 
detailed  explanation  of  reasons  justifying  the 
granting  of  such  suspension,  and  shall  be 
published  in  the  Federal  Register  at  a 
reasonable  time  prior  to  the  effective  date  of 
any  such  suspension. 


(h)(1)  The  Attorney  General  and  the 
Federal  Trade  Ccnnmission  shall  participate 
from  the  beginning  in  any  meeting  to 
develop  or  implement  voluntary  agreements 
anthorized  under  this  section  and,  when 
practicable,  in  any  meeting  to  inclement 
plans  ofactimi  authorized  under  this  sectfOD. 
Each  may  propose  any  alternative  which 
would  avoid  or  overcome,  to  the  greatest 
extent  practicable,  possible  amicompecitlve 
effects  while  adneving  substantially  the  pur- 
pose of  this  section.  A  voluntary  agreement 
or  plan  of  action  under  this  section  may  not 
be  in^lemenied  unless  ai^raved  by  the  At- 
torney General,  after  consultation  with  the 
Federal  Trade  CommissioiL  Prior  to  the  ex- 
piration of  the  period  determined  under 
paragraph  (2),  the  Federal  Trade  Commis- 
sion shall  transmit  to  the  Attorney  General 
its  views  as  to  whether  such  an  agreement 
should  be  approved,  and  shall  publish  such 
views  in  the  Federal  Register.  The  Attorney 
General,  it  consultation  with  the  Federal 
Trade  Commission,  the  Secretary  of  State, 
and  the  Administrator,  shall  have  the  ri^t  to 
review,  amend,  modify,  disapprove,  or 
revofce,  on  his  own  motion  or  upoa  the  re- 
quest of  the  Federal  Trade  Commission  or 
any  interested  person,  any  voluntary  agree- 
ment or  plan  of  action  at  any  time,  and,  if 
revoked,  thereby  withdraw  prospectively  the 
inununity  which  may  be  conferred  by  subsec- 
tion (j)  of  this  section. 

(2)  Any  voluntary  agreement 
entered  into  piusnant  to  this  section  shall  be 
sutnnitted  in  writing  to  the  Attorney  General 
and  the  Federal  Trade  Commission  twen^ 
di^  before  being  implemented  (where  it 
shall  be  made  available  for  public  inspection 
and  copying  subject  to  the  provisions  of  sub- 
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sectioD(g)oftlussection);  except  that  during 
an  internatioiul  energy  nqip^  emergenqr, 
tbe  Adndnistntor,  subject  to  approval  of  the 
Attmney  Geiteral,  mt^  reduce  tudi  tweDQh 
dqr  period  Aiqr  actim  taken  punuant  to 
Mdi  vohutaiy  agreemem  or  plan  of  actioD 
stall  be  reported  to  the  Atttnney  General 
and  the  Federal  Trade  Commisiion  pur- 
suant to  lucb  regulations  as  shall  be 
prescribed  under  subiectiom  (i)(3)  and 
{iX4). 

(iXl)  Tbe  Attorney  General  and 
the  Federal  Trade  Commission  shall 
axnitor  tbe  develi^ment  and  in^lementa- 
tuKi  of  voluntary  agreements  and  plans  of 
action  authorized  under  this  section  to  at- 
sure  the  protection  and  fostering  of  competi- 
tion  and  toprerent  anticoa^>etitive  ^actices 


(2)  In  addititm  to  woy  require- 
ments specified  under  subsectioiis  (e)  and  (f) 
of  this  section  and  in  order  to  carry  out  the 
purposes  of  this  section,  the  Attorney 
General,  in  consultation  with  tbe  Federal 
Trade  Commission  and  the  Administrator, 
shall  promulgate  regulations  concerning  the 
maintenance  of  necessary  and  appropriate 
records  related  to  the  development  and  im- 
[riementation  of  voluntary  agreements  and 
plans  of  action  pursuant  to  this  sectioiL 

(3)  Persons  developing  and  im- 
plementing voluntary  agreements  or  plans  of 
action  pursuant  to  this  section  shall  maintain 
those  records  required  by  such  regulations. 
Both  tbe  Attorney  General  and  the  Federal 
IVade  Commission  shall  have  access  to  and 
the  right  to  copy  such  records  at  reasonable 


times  and  places  and  upon  reasonable 


(4)  Hie  Attorney  General  and  the 
Federal  Trade  Commission  may  each 
prescribe  pumiant  to  section  553  c«  title  5, 
United  States  Code,  mdi  tulei  and  n«idi- 
tioiB  as  mqr  be  necessary  or  qiproptiaie  to 
carry  oat  their  reqiective  responsibflitles 
under  this  sectioiL  liiey  m^f  both  utilize  ftor 
such  purposes  and  for  purposes  of  enforce- 
ment any  and  all  powers  conferred  upon  the 
Federal  Trade  Commission  or  the  Depart- 
ment of  Justice,  or  both,  by  any  other 
provision  of  law,  including  the  antitrust  laws, 
the  Antitrust  Procedures  and  Penalties  Act, 
or  the  Antitnut  Civil  Process  Act;  and 
wherever  aiq>  such  provisim  of  law  refers  to 
'the  purposes  of  this  Act"  or  like  teims,  the 
reference  shall  be  understood  to  be  this  see- 


0X1)  There  shaU  be 
defense  for  any  person  to  any  dvfl  or 
criminal  action  brtni^t  for  violation  of  the 
antitrust  laws  (or  any  similar  law  of  ai^ 
State)  with  respen  to  any  act  or  omisaicm  to 
act  to  develop  or  carry  out  any  viduntaty 
agreement  under  this  section  that— 

(A)  such  act  or  omission  to  act 
was  taken  in  good  Mth  by  that  persott— 

(i)  in  the  conne  of  developing 
a  voluntary  agreement  under  this  section,  or 


(ii)  to  cany  out  a  voluntary 
agreement  under  this  secticm;  and 
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(B)  mch  peisoa  fiiUy  complied 
with  this  section  and  the  rales  promulgated 
hereunder,  and  acted  in  BCGOrdanoe  with  the 
tenm  of  the  voluntaiy  agreemeiU. 

(2)  In  any  action  in  any  Federal  or 
Slate  coiut  for  breach  of  contract  there  shall 
be  available  as  a  defense  that  the  alleged 
breach  of  contract  was  caused  solely  by  ac- 
titm  taken  during  an  intematioaal  energy 
supply  emergency  in  accordance  with  a 
voluntary  agreement  authorized  and  ^>- 
proved  under  the  provisions  of  this  section. 

(k)  No  provision  of  this  section  shall  be 
cotrntved  as  paating  immuni^  for,  nor  ai 
limitkig  or  in  any  wt?  affecting  ai^  remedy 
or  penalty  which  may  result  from  any  legal 
action  or  proceeding  arising  from  aiQ' acts  or 
practices  with  occurred  (1)  prior  to  the  date 
of  enactment  of  this  section,  (2)  outside  the 
scope  and  purpose  or  not  in  compliance  with 
there  terms  and  conditions  of  this  section,  or 
(3)  subsequent  to  the  expiration  or  repeal  of 
this  section  or  Act 

(1)(1)  The  Administrator,  after  con- 
sultation with  the  Secreiaiy  of  State,  shall 
repnrt  annually  to  the  President  and  the 
Congress  on  the  performance  under  volun- 
tary agreements  or  plans  of  action  to  ac- 
conq>lish  the  objectives  of  the  international 
agreement  with  respect  to  international  al- 
locati<»  of  petroleum  products  and  the  in- 
formation  system  provided  in  such 


(2)  The  Attorney  General  and  the 
Federal  Trade  Commission  shall  each  sub- 
mit to  the  Congress  and  to  the  Presldem,  at 
least  once  every  six  months,  reports  on  the 


intact  on  completion  and  on  small  business 
of  actions  authorized  by  this  section. 

(m)  The  authorities  contained  in  this 
section  with  respect  to  the  executive  agree- 
ment, cofUDOnly  known  as  the  Agreement 
oa  an  Intematiooal  Biergy  Program  dated 
November  18, 1974,  and  referred  to  in  this 
section  as  the  intematioaal  energy  agree- 
ment, shall  not  be  construed  in  any  w^  as 
advice  and  consent,  ratification,  endorse- 
ment, or  any  other  form  of  congressional 
tppronl  of  the  specific  terms  of  such  execu- 
tive agreement  or  any  related  annex, 
protocol,  amendment,  modiflcation,  or 
other  agreement  whidi  has  been  or  may  in 
the  future  by  entered  into. 


(n)  Aiv  action  or  ai^ 
taken  or  entMcd  into  pursnam  to  this  section 
shall  be  deemed  to  be  undertaken  or  entered 
into  in  the  United  States. 

(o)  If  S.  622,  Nine^-fourth  Congress 
(the  Energy  Policy  and  Conservatitm  Act)  is 
enacted,  then  (effective  on  the  effective  date 
of  the  provisions  of  S.  622  which  relate  to 
international  voluntary  agreements  to  carry 
out  the  International  Energy  Program)  this 
section  and  section  708  shall  not  be  ap- 
plicable to  (1)  any  voluntary  agreement  or 
plan  of  action  developed  or  implemented  to 
carry  out  (^ligations  of  the  United  States 
under  the  intenistional  agreement,  or  (2) 
ai^  voluntary  agreement  or  plan  of  action 
which  relates  to  petroleum  products  and 
vHudt  is  developed,  in  whole  or  in  part,  to 
carry  out  the  purposes  of  a  trea^  or  execu- 
tive agreement  to  which  the  United  States  Is 
a  party  oi  to  implement  a  program  of  inter- 
national cooperation  between  the  United 
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States  and  one  or  more  foreig 
(SQVS.C.App.2i5SB) 


Sec.  709.  Ibe  fiiDCtioiu  exercised  under 
tlus  Act  shall  be  excluded  from  the  operation 
of  the  Administntive  Proceduie  Act  (60 
Stat.  237)  except  as  to  the  requirements  of 
section  3  thereof  Ai^  rule,  regulatjoo,  or 
order,  or  amendment  thereto,  issued  under 
Butfaori^  of  this  Act  shall  be  accoaqmnied  by 
a  statement  that  in  the  fonnulatiDn  thereof 
there  has  been  consultation  with  hidustiy 
representatives,  including  trade  association 
representatives,  and  thai  consideraiiDn  has 
been  gjven  to  Ibeir  recommendations,  or 
that  special  circumstances  have  rendered 
such  consullatioh  impracticable  or  contiaiy 
totheinterestofthe  national  defense,  but  no 
such  rule,  regulation,  or  order  shall  be  in- 
valid by  reason  of  ai^  subsequent  Gnding  by 
judicial  or  other  authori^  that  such  a  state- 
B.(50U.S.CApp.2159) 


Sec.  710  (a)  Subset  (a)  was  repealed  by 
secdtm  12(c)  (1)  of  the  Federal  Biq>loyees 
Salaiy  Increase  Act  of  1955,  69  StaL  180, 
June  28, 1955.) 

(b)(1)  The  President  is  further 
authorized,  to  the  citent  he  deems  it  neces- 
saiy  and  qipropriMe  in  order  to  carry  out  the 
provisions  of  this  Act  and  subject  to  such 
rqulations  as  he  may  issue,  to  eo^loy  per- 
son of  outstanding  experience  and  aUlity 
without  cooqiensation. 

(2)  The  President  shaU  be  guided  in 
the  exercise  of  the  authori^  provided  in  this 
subs«ctiOD  by  the  foUowing  policies: 


(i)  So  far  BS  possible,  c^ra- 
tions  tmder  the  Act  shaU  be  carried  on  by 
fijll-time  salaried  employees  of  the  Gowem- 
ment,  and  ^ipointments  under  this  autbori^ 
shall  be  to  advisory  or  consultative  positions 


(ii)  Appointments  to  posi- 
tions other  than  advisory  or  consultative  mi^ 
be  made  under  this  authoriqr  only  when  the 
requirements  of  the  positions  are  sucb  that 
the  incumbent  must  perstmalty  posses  out- 
standing experience  and  atrility  not  ob- 
tainable on  a  full-time,  salaried  basis. 

(iii)  in  the  appointment  of 
personnel  and  in  assignment  of  their  duties, 
the  head  of  the  department  or  agency  bt-  ■ 
volved  shall  take  steps  to  avoid,  to  as  great 
an  extent  as  possible,  any  conflict  between 
the  govenunental  duties  and  the  private  lit- 
terests  of  such  personnel 

(3)  Appointees  under  this  subsec- 
tion (b)  shall  when  policy  matten  are  in- 
volved, be  limited  to  advising  appn^riate 
fiill-time  salaried  Govennnent  officials  who 
are  reqionsible  for  making  policy  d< 


(4)  Any  person  employed  under  this 
subsection  (b)  is  hereby  exempted,  whh 
respect  to  such  employment,  from  the  opera- 
tion of  sections  281,  283, 284, 434  and  1914 
of  title  18,  United  States  Code,  and  section 
190  of  the  Revised  Statutes  (5  U.S.C  99), 
except  that— 

(i)  exenqttion  hereunder  shall 
not  extend  to  the  negotiation  or  execution, 
by  such  q)pointee,  of  Oovemment  contracti 
nrith  the  private  eiiq>loyer  of  sodi  appointee 
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or  with  any  coiporatioii,  joint  stodc  company, 
assodatkin,  finn,  parutenliip,  or  other  entity 
in  the  pecuniaiy  profits  or  contracts  of  nliicb 
Ihe  qipointee  has  lOjf  direct  or  indirect  in- 
terest; 

(ii)  exemption  hereunder 
shall  not  extend  to  making  any  recommenda- 
tion or  taking  any  action  with  respect  to  in- 
dividual applications  to  the  Government  for 
relief  or  assistance,  on  appeal  or  otherwise, 
made  by  the  private  employer  of  the  appoin- 
tee or  by  aity  coqwration,  joint  stock  com- 
pany, association,  firm  partnership,  or  other 
enti^  in  the  pecuniaiy  profits  or  contracts  of 
iriiicfa  the  qipointee  has  any  direct  or  in- 
direct interest; 

(iii)  exemption  hereunder 
shall  not  extend  to  the  prosecufitm  by  the 
jqqwintee,  or  pattidpatjon  by  the  appointee 
in  ai^  bshion  in  the  prosecution,  of  ai^ 
daims  against  the  Government  involving  ai^ 
matter  conceming  which  the  t^pointee  had 
ai^  responsibility  during  his  eiiq>loyment 
under  this  subsection,  during  the  period  of 
such  a  en^loyment  and  the  fiirther  period  of 
two  years  after  the  termination  of  such 
employment;  and 

(Iv)  exemption  hereunder 
shall  not  extend  to  the  receipt  or  payment  of 
salaiy  in  connection  with  the  q>pointee's 
Govenunem  service  appointee  at  the  time  of 
this  appointment  hereimder. 

(5)  AppoinUnents  under  this  sub- 
section (b)  shall  be  supported  by  written 
certification  by  the  head  of  the  employing 
department  of  agency— 


(i)  that  the  appointment  is 
I  and  ^ipropriate  in  order  to  carry 
out  the  provisions  of  the  Act; 

(li)  that  the  duties  of  the  posi- 
tion to  ufiicb  the  qipointment  is  being  made 
[  ejq^erience  and  abili^ 


(iii)  tliat  tlie  ^>pointee  has  the 
outstanding  experience  and  ability  required 

by  the  position;  and 

(iv)  that  the  department  or 
agency  head  has  been  unable  to  obtain  a 
person  with  the  qualifications  necessary  for 
the  position  on  a  full-time,  salaried  basis. 

(6)The  heads  of  the  departments  or 
ageudes  making  appointments  under  this 
subsection  (b)  shall  file  with  the  Division  of 
the  Federal  Register  for  publication  in  the 
Federal  Register  a  statement  indudlng  the 
name  of  the  appointee,  the  employing 
department  or  agency,  the  title  of  his  posi- 
tion, and  the  name  of  his  private  employer, 
and  the  appointee  shall  file  with  such 
Division  for  publication  in  Ihe  Federal 
Register  a  statement  listing  the  names  of  any 
corporations  of  which  be  is  an  officer  or 
director,  or  in  which  he  owns,  or  within  60 
days  preceding  his  appointment  has  owned, 
atqi  stocks,  bonds,  or  other  financial  interests 
and  the  names  of  any  partnerships  in  which 
he  is,  or  ivas  within  60  d^  preceding  his 
appoinUnent,  a  partner,  and  the  names  of 
any  other  businesses  in  which  he  owns,  or 
within  such  60-day  period  has  owned  any 
similar  interest  At  the  end  of  each  succeed- 
ing 6-month  period,  the  appointee  shall  file 
with  such  Division  for  publication  in  tlie 
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Federal  Register  a  siatement  showing  my 
dunftes  id  sudi  interests  'iitrinp  such  period. 

(7)  At  least  once  eveiy  year  the 
QuiniuD  of  the  United  States  Ciril  Service 
Commission  shall  survey  appointments 
made  under  this  subsection  and  shall  report 
his  finding  to  the  President  and  the  Joint 
Committee  on  Defense  Production  and 
make  such  recommendations  as  be  may 
deem  proper. 

(8)  Persons  appointed  under  the 
authority  of  this  subsection  may  be  allowed 
transportation  and  not  to  exceed  S15  per 
diem  in  lieu  of  subsistence  while  aw^  Gram 
their  homes  or  regular  places  of  business 
pumiant  to  such  tqjpointment. 

(c)  Tlte  President  is  authorized,  to  the 
eatenthe  deems  it  necessaiy  and  appropriate 
in  order  to  carry  out  the  provisions  of  this 
Act,  to  enq>loy  experts  and  consultants  oi 
organizations  thereot  as  authcMized  by  sec- 
tion S3a  of  title  5  of  the  United  States  Code. 
Individuals  so  enq>loyed  ro^  be  compen- 
sated at  rates  not  in  excess  of  S50  per  diem 
and  vriule  Bwqr  from  their  homes  or  r^ular 
places  of  business  they  may  be  allowed 
tran^ortatitMi  and  not  to  exceed  SIS  per 
diem  in  lieu  of  subsistence  and  other  expen- 
ses while  so  employed.  The  President  is 
authorized  to  prwide  by  regulation  for  the 
exenqition  of  such  persons  from  the  opera- 
tion of  sections  281, 283, 284, 434,  and  1914 
of  tide  18  of  the  United  States  Code  and 
section  190  of  the  Revised  Statutes(5U.S.C 
99). 

(d)  The  President  m^  utilize  the  ser- 
vices of  Federal,  State,  and  local  agencies 


and  may  utilize  ""H  est^Iish  such  regioDal, 
local  or  other  agencies  and,  utilize  sudi 
voluntaiy  and  unconqwisated  services,  at 
nu^  from  time  to  time  be  needed;  and  he  is 
Butbcxized  to  provide  by  regulatira  for  dw 
exemptioD  of  persons  whose  services  ve 
utilized  luder  this  subsection  from  the 
openuka  (rfsectiont  ai,  283. 284, 434,  sod 
1914oftitlel8oftheUniledStalet  Code  and 
sectl<»  190  of  the  Revised  Statutes  (S  U.S.C 
99). 

(e)  The  President  is  fiirtber  autborind 
to  provide  for  the  establishment  and  traifdng 
of  a  nucleus  executive  reserve  for  employ- 
ment in  executive  positions  in  Gowmment 
during  periods  of  emergency. 

Members  of  this  eaecniive  reserve 
who  are  not  full-time  Oovernment 
enq>Ioyces  nu^  be  allowed  tratsportatloa 
and  per  diem  in  lieu  of  subsistence,  in  ao- 
cordance  with  title  5  of  the  United  States 
Code  (with  respect  to  individuals  seiving 
without  pqi,  while  awqr  from  thdr  homes  or 
r^ukr  {riaees  of  business),  fot  the  purpoaa 
of  perticipBting  in  the  enculive  reserre 
training  program.  The  President  is 
authorized  to  provide  by  regulation  fte  die 
exemption  of  such  persons  who  are  not  fiiU* 
time  Government  employees  from  tbe 
operation  of  section  281, 2S3, 284, 434,  and 
1914oftitle  18of  the  United  Statea  Code  and 
section  190  of  the  Revised  Statutes  (3  U.S.C 
99). 

(0  Whoever,  being  an  officer  or 
enqili^ee  (tf  the  United  States  or  ai^  depart 
mem  or  agency  thereof  (including  aiiy  Mem- 
ber  of  the  Senate  or  House  or 
Representatives),  receives,  by  virtue  of  Ui 
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office  or  employment,  confidentiBl  iiiforau- 
tion,  and  (1)  uses  such  informatioii  in 
apcculatios  directly  or  indirectly  <»iiy  cwn- 
modiQ' exdunge  or  (2)  disdoses  sudi  infor- 
mation for  the  purpose  of  aiding  any  other 
person  so  to  speculate,  shall  be  fined  not 
more  than  SKUWO  or  inqnisoned  not  more 
than  one  year,  or  both.  As  nsed  in  this  sec- 
tion, the  tenn  'speculate*  shall  not  indude  a 
legitimate  hedging  transaction,  or  a  pur- 
chase or  sale  which  is  acconqianied  by  actual 
deliveiy  of  the  coinmodi^. 

(g)Tbe  Preddent,  when  he  deems  lucfa 
action  necessary,  may  make  provision  for  the 
printing  and  distribution  of  reports,  in  such 
number  and  in  nicb  manner  si  be  deems 
apprcquiate,  concerning  the  actions  taken  to 
carry  out  the  objectives  of  Ibis  Act  (50 
U.S.CApp.2160) 


Sec.  711.  {a)(l)  Except  a 
psragrqth  (2)  and  paragnq>h  (4),  tben  are 
hereby  authorized  to  be  appropriated  sudi 
sums  as  m^  be  necessary  and  apprtqniate 
for  the  canying  out  of  the  prtjvisions  and 
purposes  of  this  Act  (induding  sections  302 
and  303  and  for  payment  of  interest  under 
subsection  (b)  of  this  section,  but  exduding 
sections  305  and  306)  by  the  President  and 
such  agendes  as  he  may  designate  or  create. 
Funds  made  available  pursuant  to  this  para- 
graph for  the  purposes  of  this  Act  may  be 
allocated  or  transferred  for  any  of  the  pur- 
poses of  this  Act,  with  the  approval  of  the 
Bureau  of  the  Budget,  to  any  agency  desig- 
nated to  assist  in  carrying  out  this  Act.  Funds 
so  allocated  or  transferred  shall  remain 
available  few  sucb  period  as  may  be  Specified 
in  the  Acts  making  such  funds  available. 


(2)(  A)  There  are  hereby  authorized 
to  be  q^ropriated  without  fiscal  year  limita- 
tion not  to  exceed  S3,0O0,O00,O00  to  carry  out 
the  provisions  of  section  305  tmtil  the  date 
on  which  the  authority  of  the  Presidrat 
under  sudi  section  ceases  to  be  effective  in 
KCtHdancc  with  section  3QS(k)(l).  Snl^ect 
tosut^aragr^ths  (B)  and  (C),  all  such  funds 
shall  remain  available  ui 


(B)  Sudi  funds  m^  be  eiqwnded 
ti>  cany  out  section  305  after  such  date  only 
if  such  funds  were  oWgated  by  the  President 
before  such  date,  or  are  required  to  be 
retained  as  a  reserve  against  a  contingent 
obligation  incurred  before  such  date. 

(C)  Aof  sums  impropriated  pur- 
suant to  this  paragraph  which  have  not  been 
expended  or  obligated  pursuant  to  sub- 
paiagn^  (B)  as  of  the  date  determined 
under  section  305(k)(l)  or  are  not  required 
to  be  retained  as  a  reserve  against  a  contin- 
gent obligation  as  specified  in  subparagraph 
(B),  shall  be  transferred  to  the  Energy 
Security  Reserve  and  made  available  to  the 
Secretaiy  of  the  Treasury  or  the  United 
States  Synthetic  Fuels  Corporation  punuam 
to  section  195  of  the  United  States  Synthetic 
Fuels  Coiporation  Act  of  1980. 

(3)  There  are  hereby  authorized  to 
be  appnqniated  sudi  sums  as  m^be  neces- 
saiy  to  carry  out  the  provision  of  section 
305(k)(2). 

(4)(A)  llieiie  are  authorized  to  be 
qiprc^Kiated  for  fiscal  yeais  1987, 1988,  and 
1989  not  to  exceed  1150,000,000  to  cany  out 
the  provisions  of  section  303,  except  that  not 
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more  tlun  S3(U)0Q,00a;  ti  ButlxKized  to  be 
■ppropriBtedfbi  fiscal  year  1987. 

(B)  The  aggregate  amount  of 
loant,  (luramees,  purdiaie  agreementi,  and 
other  actions  under  sections  301.  302,  and 
303  during  fiscal  years  19S7, 1988,  and  1989 
m^  not  exceed  SlSaOOaOOO^ 

(b)  Interest  shall  accrue  on  (1)  the 
cumulative  amount  of  disbursements  to 
cany  out  the  purposes  of  sections  302  and 
303  (except  for  storage,  maintenance,  and 
other  operating  and  administrative  expen- 
ses), plus  ai^  unpaid  accrued  interest,  less 
the  cumulative  amount  of  any  funds  received 
on  transactions  entered  into  pursuant  to  sec- 
titns  302  and  303  and  ai^  net  kKses  incurred 
by  an  agency  io  canyfog  out  its  fnnctioDs 
under  secdms  302  and  303  when  the  head  of 
the  agen^  determines  that  such  net  losses 
have  occurred;  and  (2)  the  current  market 
value  of  the  inveiMory  of  materials  procured 
under  section  303  as  of  the  first  day  of  each 
fiscal  year  eommencing  with  the  &cal  year 
begjnning  July  1, 197S.  At  the  dose  of  each 
fiscal  year  there  shall  be  deposited  into  the 
Treasuiy  as  miscellaneous  receiptx,  fi'om  any 
amounts  appropriated  under  this  section,  an 
amount  which  the  Secretary  of  the  Treasury 
determines  necessary  to  provide  for  the  p^ 
ment  of  ai^r  interest  accrued  and  unpaid 
under  this  subsectiotL  The  rate  of  such  inter- 
est shall  be  determined  by  the  Secretary  of 
the  Treasury,  taking  into  consideration  the 
average  market  yield  during  the  month 
preceding  each  &cal  year  on  outstanding 
marketable  obligations  of  the  United  States 
with  one  year  remainiiig  to  maturity. 


Sec  71Z  (a)  Iliere  is  hereby  ettablbhed 
a  joint  congrcaslonal  committee  known  as 
the  Joint  Committee  (»  Defeue  Production 
(hereinafter  refened  to  ai  the  committee); 

( t>  Rve  members  wlio  are  members 
of  the  Committee  on  R«nHng  anrf  Currerw 
of  the  Senate,  three  from  the  m^ori^  and 
Rvo  from  the  minority  party,  to  be  a^xdnted 
by  the  chairman  of  the  committee;  »"it 

(2)  Five  members  who  are  members 
of  the  Committee  on  Banklt^  and  Current 
of  the  House  of  Representatives,  three  frnn 
the  majori^  and  two  from  tlie  minority  par^, 
to  be  qipo^ited  by  the  chairman  of  the  com- 

(a)  A  vacant  in  the  membenhip  of  the 
conmuttee  shall  be  filled  in  the  same  manner 
as  the  original  selecticm.  He  committee 
shall  elect  a  chairman  and  a  rice  diainnan 
from  among  its  members,  cme  of  nteim  shdl 
be  a  Member  of  the  Senate  and  the  other  a 
Member  of  the  House  of  R^iresentattvea. 

(b)  It  shall  be  the  fimctimi  of  the  com- 
mittee to  make  a  continuous  stuc^  of  the 
programs  and  of  the  fairness  to  consumers  of 
the  prices  authorized  by  this  Act  and  to 
review  the  progress  adiieved  in  the  execu- 
tion and  administratioD  theteot  Upon  re- 
quest, the  committee  shall  aid  the  standfog 
committees  of  the  Congress  having  legisla- 
tive jurisdiction  over  any  part  of  the 
programs  authmized  by  this  Act;  and  it  shall 
make  a  report  to  the  Senate  and  the  House 
of  Representatives,  from  time  to  time,  coti- 
ceming  the  results  of  its  smdies,  together  . 
with  such  recommendations  as  it  may  deem 


yGoogle 


derirable.  Any  depaitment,  official,  or  agen- 
cy adminiitering  ai^  of  such  prograim  shall, 
at  the  request  of  the  commlnee,  consult  with 
the  committee,  from  time  to  time,  with 
respect  to  their  activities  under  this  Act 

(c)  The  coraraittee,  or  any  duly 
authorized  subcommittee  thereof,  is 
authorized  to  hold  such  hearings,  to  sit  and 
act  at  such  time  and  places,  to  require  by 
subpena  (sic)  (to  be  issued  under  the  sipia- 
ture  of  the  chairman  or  vice  diairmao  of  the 
committee)  or  othciwise  Ihe  attendance  of 
such  witnesses  and  the  production  of  such 
books,  piquets,  and  docunteno,  to  adminisier 
such  oaths,  to  take  such  testimony,  to 
procure  such  printiiifi  inH  himtiiw  aiKl  to 
make  such  expenditures  as  it  deems  ad- 
visable. The  providons  of  sections  102  to 
104,  Indusive,  of  the  Revlied  Statutes  shall 
apply  in  case  of  any  bilure  of  any  witness  to 
comply  with  any  subpena  (sic)  or  to  testify 
when  summoned  imder  authority  of  this  sub- 
section. 

(d)Tlie  conmnttee  is  authorized  to  tq>- 
point  and,  without  regard  to  the  Classifica- 
tion Act  of  1949,  as  amended,  tit  the 
conqvensation  of  mctt  eqwrt,  consultants, 
tedmiciaiis,  and  orsanizatioiH  thereof  and 
clerical  and  stenographic  assistants  as  it 
deems  necessary  and  advisable. 

(e)  The  expenses  of  the  committee 
under  this  sectton,  which  shall  not  exceed 
S100,000in  any  fiscalyear,  shall  be  paid  fiom 
the  contingent  fund  of  the  House  of  Repre- 
sentatives upon  vouchers  signed  by  the 
dialrman  or  vice  chairman. 


(f)  The  Secretary  of  Commerce  shaU 
make  a  special  investigation  and  study  of  the 
productitm  allocation,  distnbution,  use  of 
nidtel,  of  its  resale  as  scnqi  and  of  other 
aspects  of  the  current  situation  with  respect 
to  supply  and  marketing  of  nid»l,  with  par- 
ticular attention  to,  among  other  things,  the 
adequa^  of  the  present  system  of  nickel 
allocation  between  defense  and  civilian 
users.  The  Secretary  of  Coimnerce  shall  con- 
sult with  the  Joint  Committee  on  Defense 
Production  during  the  course  of  such  inves- 
tigation and  study  with  respect  to  the 
progress  achieved  and  the  results  of  the  in- 
vestigation and  study,  and  shall  make  an  in- 
terim report  on  the  results  of  the 
uncsdgation  and  study  on  or  before  August 
IS,  1956,  and  shaU,  on  or  befbre  December 
31, 1956,  make  a  Gml  repon  on  the  results 
of  sudi  investigation  and  study,  together  with 
such  reconmiendations  as  the  Secretory  of 
Commerce  deems  advisable.  Such  reports 
shall  be  made  to  the  Senate  (or  to  the 
Secretary  of  the  Senate  if  the  Senate  is  not  in 
session)  and  to  the  House  of  Repre- 
sentatives (or  to  the  Oerk  of  the  House  of 
Representatives  if  the  House  is  not  In  ses* 
sira).  (30  U.S.C  App.  2162) 

Sec.  713.  Tlie  provisions  of  this  Act  shall 
be  ^>plicable  to  the  United  States,  its  Ter- 
ritories and  possesions,  and  the  District  of 
Ccdumbia.  (SO  U.S.C  App.  2163) 

Sec.  714.  [The  Small  Defense  Plants  Ad- 
ministration created  by  this  section,  added 
by  the  Defense  Production  Act  amendments 
of  19S1,  was  terminated  at  the  close  of  July 
31.  19S3,  and  was  succeeded  by  the  SmaU 
Business  Administration  created  under  the 
Small  Business  Act  of  1933,  and  was  sue- 
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ceeded  by  the  Small  Busiaeu  Adminisin- 
tiim  created  under  the  Small  Busioess  Act  of 
1953.  Foi  piuposes  of  section  301(a)  of  this 
Act,  section  714(a)(1)  defined  a  small-busi- 
ness concern  as  follows:  'a  small-busineu 
concern  shall  be  deemed  to  be  one  which  ii 
independently  omied  and  operated  and 
litucb  is  not  dominant  in  its  field  of  opera- 
tion," and  pTGwided  that.  The  Administra- 
tion, in  makinga  detailed  definition,  may  use 
these  criteiia,  among  others  independent 
of  ownership  and  operation,  number  of 
employees,  dollar  volume  of  business,  and 
nondcHninance  in  its  field."] 

Sec.  715.  If  any  provision  of  this  Act  or  the 
application  of  such  provision  to  ai^  person 
or  drcumstances  shall  be  held  invalid,  the 
remainderof  the  Act,  and  the  application  of 
such  provision  to  peisons  or  drcumstances 
other  than  those  as  to  whidi  it  is  held  invalid, 
shall  not  be  affected  thereby.  (SO  U.S.C 
App.21«)l 

Sec.  716.  That  no  person  may  be 
employed  under  this  Act  who  engages  in  a 
strdte  against  the  Government  of  the  United 
States  or  who  is  a  member  of  an  organization 
of  Government  employees  that  asserts  the 
right  to  strike  against  the  Govenunent  of  the 
United  States,  or  who  advocates,  or  who  is  a 
member  of  an  organization  that  advocates, 
the  overthrow  of  the  Government  of  the 
United  States  by  iaice  or  violence:  Provided, 
That  for  the  purposes  hereof  an  affidavit 
shaU  be  conadered  prima  fade  evidence  that 
the  person  maldng  the  affidavit  has  not  con- 
trary to  the  provisions  of  this  section  engaged 
in  a  strike  against  the  Govenunent  of  the 
United  States,  is  not  a  member  of  an  or- 
ganization of  Govenmient  employees  that 


asserts  the  right  to  strike  against  the  Govern- 
ment of  the  United  States  or  that  such  pcrscHi 
does  not  advocate,  and  is  not  a  member  of  an 
organization  that  advocates,  the  overthrow 
of  the  Govammeiit  oi  the  United  States  by 
force  or  violence:  Prodded  fiirtiier,  Tliat  any 
person  who  engages  in  a  strike  against  Ae 
Government  of  the  United  States  or  who  b 
a  mendjer  of  an  organization  of  Government 
employees  that  asserts  the  ri^  to  strike 
against  the  Govenunent  of  the  United 
States,  or  who  advocates,  or  who  is  amember 
of  an  organization  that  advocates,  the  over- 
throw of  the  Government  of  the  United 
States  by  force  or  violence  and  acoqits 
en^Ioyment  the  salary  or  wages  for  «4iich 
are  paid  from  any  apprt^iriationtK  ftuid  con- 
tained in  this  Act  shall  be  guilty  of  a  felony 
and,  upon  conviction,  shall  be  fined  not  more 
than  S1,000  or  imprisoned  for  not  more  than 
one  year  or  both:  Pmvided  further.  That  the 
above  penalQr  clause  shall  be  in  addition  to, 
and  not  in  substitution  for,  any  other 
provisions  of  existing  law.  (SO  U.S.C  App. 
216S) 

SecL  717.  (a)  Title  I  (except  section  104), 
title  m,  and  title  Vn  (except  section  708  and 
714)  of  this  Act,  and  all  autbotiqr  conferred 
thereunder  shall  terminate  at  the  dose  of 
September  30,  1989.  Provided,  That  all 
authority  hereby  or  hereafter  extended 
under  title  in  of  this  Act  shall  be  effective  for 
any  fiscal  year  only  to  sudi  extent  OT  in  such 
amounts  as  are  provided  in  advance  in  ap- 
propriation Acts.  Section  714  of  this  Act,  and 
all  authority  conferred  thereunder,  shall  ter- 
minate at  the  dose  of  July  31, 19S3.  Section 
104,  title  n,  and  title  VI  of  this  Act,  and  all 
authority  conferred  thereunder  shall  ter- 
minate at  the  dose  of  June  30, 19S3.  Title  IV 
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and  V  of  tins  Act,  and  all  authority  confeired 
Ibereunder,  shall  terminate  at  the  ckxe  of 
April  30, 1953. 

(b)  Notwithstanding  the  fOFCgoing- 

(1)  The  Congress  by  concurrent 
resolution  of  the  President  by  produnation 
m^  tenninate  this  Act  prior  to  the  tennina- 
don  otheiwise  provided  therefor. 

(2)  TTie  Congress  may  also  provide 
by  concurrent  resolution  that  any  section  of 
this  Act  and  all  authority  conferred  there- 
under shall  tenninate  prior  to  the  tennina- 
tion  otheiwise  provided  therefor. 

(3)  Any  iffiocy  created  under  this 
Act  may  be  contimied  in  existence  for  pur- 
poses of  liquidation  for  not  to  exceed  six 
months  after  the  termination  of  the 
provision  aulhoriang  the  creation  of  such 
agency. 

(c)  The  termination  of  any  section  of 
this  Act,  or  of  any  agency  or  corporation 
utilized  under  this  Act,  shall  not  aSect  the 
disbursement  of  funds  under,  or  the  carrying 
out  ot  any  contract,  guarantee,  commitment 
or  other  obligation  entered  into  pursuant  to 
this  Act  prior  to  the  date  of  such  terminatioD, 
or  the  taking  of  ai^  action  necessary  to 
preserve  or  protect  the  interests  of  the 
United  States  in  any  amounts  advanced  or 
paid  out  in  carrying  on  operations  under  this 
Act,  or  the  taking  of  any  action  (induding  the 
making  of  new  guarantees)  deenKd  by  a 
guaranteeing  agency  to  be  necessaiy  to  ac- 
complish the  orderly  liquidation,  adjust- 
ment, or  setUement  of  any  loans  guaranteed 
under  this  Act,  including  actions  deemed 


necessary  to  avoid  undue  hardship  to  bor- 
rowers in  reconverting  to  normal  civilian 
production;  and  all  of  the  authority  granted 
to  the  President,  guaranteeing  agencies,  and 
fiscal  agents,  tmder  section  301  of  this  Act 
shall  be  q^licable  to  actions  taken  pursuant 
to  tbe  autbori^  contained  in  this  subsection. 

Notwithstanding  aiqr  other  provision 
of  this  Act,  the  terminacicm  of  title  VI  or  ai^ 
section  thereof  shall  not  be  construed  as  af- 
fecting ai^  obligation,  condidon,  Uabili^,  (x 
restriction  arising  out  of  any  agreement, 
heretofore  entered  into  pursuant  to,  or 
under  the  authority  of,  section  602  or  section 
605  erf  this  Act,  or  any  issuance  tfaereiuder, 
by  any  person  or  corporation  and  the  Federal 
Government  or  any  ageiuy  thereof  relating 
to  the  provision  of  housing  for  defense 
workers  or  military  personnel  in  an  area 
designated  as  a  critical  defense  housing  area 
pursuant  to  law. 

(d)  No  action  for  the  recovery  of  ai^r 
cooperative  paymem  made  to  a  ctxtpeiative 
association  by  a  Market  Administrator 
under  an  invalid  provision  of  a  milk  market- 
ing order  issued  by  the  Secretary  of  A^cul- 
ture  pursuant  to  the  Agricultural  Marketing 
Agreement  Act  of  1937  shall  be  maintained 
unless  such  action  is  brought  by  producers 
sped&cally  named  as  party  plaintiffs  to 
recover  their  respective  share  of  such  pay- 
ments within  nine^  days  after  the  date  of 
enactmem  of  the  Defense  Production  Act 
Amendments  of  1952  with  respect  to  any 
cause  of  action  heretofore  accrued  and  not 
otherwise  barred,  or  within  ninety  days  after 
accrual  witb  respect  to  future  payments,  and 
unless  each  claimant  shall  allege  and  prove 
(1)  that  he  objected  at  the  hearing  to  the 
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provisions  of  the  order  under  which  such 
psyments  were  made  and  (2)  that  he  either 
refused  to  accept  payraenls  con^ted  with 
such  deductioo  or  accepted  them  under 
protest  to  either  the  Secreiaiy  or  the  Ad- 
nnnistrator.  The  district  courts  of  the  United 
States  shall  have  exduaive  origiiial  jurisdic- 
tion of  all  such  actions  regardless  of  the 
amount  involved.  This  subsection  shall  not 
^^ty  to  funds  held  in  escrow  pursuant  to 
court  order.  Notwithstanding  any  other 
provision  of  this  Act,  no  termination  date 
(hall  be  applicable  to  this  subsection.  (50 
U.S.C^^.2166) 

Sec  718.  The  Con^oller  General,  in 
cooperation  with  the  Secretary  of  Defense 
and  the  Director  of  the  Bureau  of  the 
Budget,  shall  undertake  a  study  to  determine 
the  feasibility  of  applying  unifonn  cost  ac- 
counting standards  to  be  used  in  ali 
negotiated  prime  contract  and  subcontract 
defense  procurements  of  S100,000  or  more. 
In  carrying  out  such  study  the  Con^troller 
General  shall  consult  with  representatives  of 
the  accounting  profession  and  with  repre- 
sentatives of  that  segment  of  American  in- 
dustry which  is  actively  engaged  in  defense 
contracting.  TTie  results  of  such  study  shall  be 
reported  to  the  Gimmittees  on  Banking  and 
Cunen^  and  the  Committees  on  Aimed 
Services  of  the  Senate  and  House  of  Repre- 
sentatives at  the  earliest  practicable  date,  but 
in  no  event  later  than  eighteen  months  after 
the  date  of  enactment  of  this  section.  (SO 

Sec  719.  Repealed.  P.  1.  10(M79  Sec.  5b 


Sec  72a  (a)  SHORT  Tni.E.-TTus  sec- 
tion nof  be  dted  as  the  "National  Commis- 
sion on  Supplies  and  Shortages  Act  of  1974*. 

(b)  F1NDINGS."(1)  The  United 
States  is  increasing  dependent  on  the  Im- 
portation from  foreign  nations  of  certain 
natural  resources  vital  to  commerce  and  the 
national  defense. 

(2)  Nations  that  e:q>0Tt  such  resour- 
ces can  alone  or  in  association  with  other 
nations  arbitrarily  raise  the  prices  of  such 
resources  to  levels  which  are  unreasonable 
and  disruptive  of  domestic  and  foreign 


(3)  Shortages  of  resources  and  com- 
modities are  becoming  increasingly  frequent 
in  the  United  States,  and  such  shortages 
cause  undue  inconvenience  and  expense  to 
consumers  and  a  burden  on  interstate  com- 
merce and  the  Nation's  economy. 

(4)  Existing  institutions  do  not  ade- 
quately  identify  and  anticipate  such 
shortages  and  do  not  adequately  monitor, 
sttuly  and  analyze  other  market  adveisities 
Involving  specific  industries  and  qiedfic  sec- 
tors of  the  economy. 

(5)  Data  with  respect  to  such 
shortages  and  adversities  is  collected  in 
various  agencies  of  the  Government  fOr 
various  purposes,  but  is  not  systematically 
coordinated  and  disseminated  to  the  qi- 
propriate  agencies  and  to  the  Congress. 
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(c)  PUItFOSES.-It  is  the  purpose  of 
thh  Act  to  establish  a  natioiial  conmuttun 
to  bdliiate  more  effective  and  infcumed 
responses  to  resource  and  coDunodiiy 
jbonages  anil  to  report  to  the  Preaicieiitaiid 
the  Congreai  (»  needed  institiitf oral  ai^utt- 
ments  for  examiniiv  and  predicting 
ibortagea  and  cm  the  eiittence  or  pottfl>ili^ 
(tf  shortages  with  leqwct  to  enential  Tesotu^ 


(d)  ECTABLISHMENT  OF  COM- 
MISSION.-There  is  establislied  as  an  iode- 
pendent  instrumentality  of  the  Federal 
Government  a  National  Commission  on 
Supplies  and  Shortages  (hereinafter 
referred  to  as  the  'Commission').  The  Com- 
mission shall  be  conqnised  of  tliirteen  mem- 
bers selected  for  such  period  of  time  as  such 
Cmnmission  sliall  continue  in  existence  (ex- 
cept that  any  individual  tqipointed  to  fill  a 
vacant  occurring  prior  to  the  expiration  ot 
the  term  for  which  bis  predecessor  was  ap- 
pointed shall  be  appointed  for  the  remainder 
of  such  term)  as  follows: 

(1)  The  President,  in  consultation 
wltb  the  majmi^  and  minori^  leaden  of  the 
Senate  and  the  majority  and  minority  leaders 
of  the  House  of  Rqmsematives,  shall  ap- 
point five  members  <^  the  Commissiw  from 
among  persons  in  private  life; 

(2)  Tbe  President  shall  designate 
four  senior  officials  of  the  executive  branch 
10  serve  without  additional  conqKnsation, 
and  mqr  appoim  additional  nonvoting  ex  of- 
ficio members  from  agencies  having  jurisdic- 
tion over  areas  being  considered  by  tbe 
Commission; 


(3)  Tbe  Resident  of  tbe  Senate, 
after  consultation  with  the  majority  and 
minoriv  leaden  of  the  Senate,  ^lall  ^jpoint 
two  Senators  to  be  nwmben  of  tbe  Comtnis- 
skm  and  the  ^leaker  of  tbe  House  irf  RepK- 
sentaijves,  aftqr  consultation  wltb  ibe 
mtiodty  and  muiori^  leaders  of  the  House 
of  Representatives,  sball  q)poim  two  Repm- 
sentatives  to  be  mnnbers  of  the  Commissian 
to  serve  without  additional  conqwnsatioiL 

(e)  CHAIRMAN  AND  VICE 
CHAKMAN.-The  President,  in  consult- 
ation with  the  majority  and  minority  leaders 
of  the  Senate  and  die  House  of  Repre- 
sentatives shall  designate  a  Chairman  and 
Vice  nijifmBn  of  the  Commission. 

(()  COMPENSATION.-Eacfa  mem- 
ber of  the  Commission  qipointed  pursuaid 
to  subsection  (dXl)  of  this  section  shall  be 
entitled  to  be  con^ensated  at  a  rate  equal  to 
the  per  diem  equivalent  to  the  rate  for  an 
individual  occtqiying  a  posiiicHi  under  level 
in  of  tbe  Executive  Schedule  under  section 
S314  of  title  5,  United  States  Code,  wbea 
engaged  in  the  actual  perfbnnance  of  duties 
as  such  a  member,  and  iH  memben  of  the 
Commission  shall  be  entitled  to  reimburse- 
ment for  travel,  subsistence,  and  other 
necessary  e^tenses  incurred  in  the  perfor- 
mance of  their  duties. 

(g)  FUNCnCWS  OFTHECOMMIS- 
SION.-It  shall  be  tbe  function  of  the  Com- 
miision  to  make  repmts  to  the  President  and 
to  tbe  Congress  with  reelect  to- 

(1)  tbe  existence  or  possibility  erf 
ttt^  long  or  short-term  sbortages;  empt(q^ 
ment,  imce  (M  business  practices;  ormarket 
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advenidea  aSectmg  the  supply  of  any  oamral 
resources,  raw  agriculture  commodfties, 
nuterials,  manufoctured  products  (iodudiiig 
any  possible  impainuenl  of  productive 
capacity  which  m^  result  &om  shortages  in 
materials,  resources,  commodities, 
mamifactured  products,  plant  or  equipment, 
or  cental  investment,  and  the  causes  of  such 
shortages,  practices,  or  adversities); 

(2)  the  adverse  in^iact  or  possible 
adverse  inqiact  of  such  shortages,  practices, 
or  adversities  upon  consumers,  in  terms  of 
price  and  lack  of  availability  of  desired 


(3)  the  need  for,  and  the  assessment 
ot  alternative  action  necessary  to  increase 
the  availabili^  of  the  items  referred  to  in 
paragr^h  (1)  of  this  subsection,  to  correct 
the  adversity  or  practice  affecting  the 
availability  of  am^  such  items,  or  otherwise  to 
mitigate  the  adverse  impact  or  possible  ad- 
verse impact  of  shortages,  practices,  or  ad- 
versities upon  consumers  referred  to  in 
paragr^h  (2)  of  this  subsection; 

(4)  enstiiig  policies  and  practices  of 
Govermnent  which  m^  tend  to  aSect  the 
supply  of  natural  resources  and  other  com- 
modities; 

(5)  necessary  legislative  and  ad- 
ministrative actions  to  develop  a  com- 
prehensive  strategic  and  economic 
stockpiling  and  inveUories  policies  which 
facilitates  the  avaUability  of  essential  resour- 


(6)  the  means  by  whidi  information 
with  respect  to  par^raphs  (IX  (2),  (3),  (4)  of 


this  subsection  can  be  most  effectively  and 
economically  gathered  and  coordinated. 

(h)  REPORTS  OF  THE  COMMB- 
SION.'-'Ilie  Commission  shall  report  not 
later  .than  December  31, 1976,  to  the  Presi- 
dent and  the  Congress  on  qKdfic  recom- 
mendations with  respect  to  instimtioaal 
adjustments,  including  the  advisabiU^of  es- 
tablishing an  independent  agency  to  provide 
for  a  comprehensive  data  collection  and 
storage  system,  to  aid  in  examinatian  and 
analysis  of  the  supplies  and  shortages  in  the 
economy  of  the  United  States  and  in  relation 
to  the  rest  of  the  world.  The  Commission 
may,  until  March  31, 1977,  prepare,  publish 
and  transmit  to  the  President  and  the  Con- 
gress such  other  reports  and  recoitmienda- 
lions  as  it  deems  appropriate. 

(i)  ADVISORY  COMMnTEE.~(l) 
Tbe  Commission  is  authorized  to  establish 
such  advisory  coounittees  as  m^  be  neces- 
sary or  ^ipropriaie  to  carry  out  ai^  spcdEe 
analytical  or  investigative  undertakinp  on 
behalf  of  the  Conmiission.  Ai^  such  commit- 
tee shall  be  subject  to  tbe  relevant  provisions 
of  the  Federal  Adviscuy  Committee  Act 

(2)  The  Commission  diall  establish 
an  advisory  committee  to  devel<^  recom- 
mendations as  to  the  establishment  of  a 
poliqr  making  process  and  structure  within 
the  executive  and  legislative  branches  of  the 
Federal  Govenunent  as  a  means  to  integrate 
the  study  of  supplies  and  shortages  of  resour- 
ces and  commodides  into  tbe  total  problem 
of  balanced  national  growth  and  develop- 
ment, and  a  system  for  coordinating  these 
efforts  with  appropriate  multi-State, 
regional  and  State  governmental  jurisdic- 
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tkxtt.  For  the  purpose  <rf  canying  out  the 
piovUion  of  thii  paragtapfa  tbere  i> 
■ntbocfaed  to  be  appropriated  not  to  eiceetl 
SlSOtOOO  to  lemaia  avvUile  until  Maid)  31, 
1977. 

(j>  STAFF  AND  POWERS  OF  THE 
COMMISSK»4.-(l)  Subject  to  neb  rata 
aod  regnlHioni  at  it  nuQ' adopt,  dw  Comuii- 
lioD,  dirou^  iti  Qiaiiiuau,  tbaU*- 

(A)  aiipoiitt  and  fix  the  eosapear 
satkHi  erf  an  Exraitive  Directcv  at  the  rate 
provided  for  level  m  of  the  Executive 
Schedule  under  section  5314  of  title  3, 
United  States  Code,  and  such  additional 
staff  penonnel  as  is  deemed  neecitarjr, 
without  regard  to  Ihe  prevMona  c<  iMe  3, 
United  Sute*  Code,  fovermag  ^point- 
menu  in  the  compeiitire  service,  and 
without  regard  to  diqNer  5 1,  and  Hibdiqiter 
in  ot  ditpter  53  of  sudi  tide  relating  to 
dassificaticMi  and  the  General  Schedule 
under  section  S332  (tf  ndi  title;  and 

(B)  be  authorized  to  procure 
tesBNiraiy  and  intermittent  services  to  the 
same  extent  ai  is  aatbcrised  bjr  sectioa  3109 
of  tide  5,  Uoiled  States  Code. 


&)TbtC 

committee  thereof  is  authorized  ti 
^bctfings  ""^  to  sit  ""H  act  at  sudi  t^Tm 
pUces,  as  it  mqr  deem  advistUe. 


(3)  The  i 

to  contract  with  public  or-piivaie  agendc^ 
institutioDS,  corporations,  and  other  or* 


(k)  ASSISTANCE  OF  GOVERN- 
MENT AGENC1BS.-Eacb  departnteot, 
agenqr,  and  inctrmnentali^  ot  the  Fedenl 


BStent  with  the  C 

Stales,  uid  Indepeiulenl  ageBdes,  la 

Coouiilssioa,  nptni  request  made  by  ibe 

^i^pnnf^  ai  Ibe  Commission  deems  nece^ 
saiy  to  cany  out  ill  fimctiooB  under  tins  Act. 

(!)  AUTHORIZATION  OF  AP- 
PR0PRIAT10NS.-There  is  sndiofized  10 
be  qipropiiated  to  the  Commission  not  to 
exceed  11,484,000  to  remahi  available  untfl 
Mardi  31, 1977,  to  cany  out  the  pmvisimii 
of  lUs  AcL  (50  U,SXI  A|ipL  2169) 

AtnaoKTIY  TO  REVIEW  C3XTAIN 

MERGERS,  ACQUiailCMS,  AND 

TAKEOVERS 

Sec  721.  (a)  INVESIlGA'nONS.-11» 
Rrcsideai  or  tiM  Ptealdenf  s  designee  m^ 
make  an  investigation  to  determine  die  e^ 
fbctt  onnaiiattal  SMnrity  of  mergen,  acquisi- 
tioQS,  and  takeovsn  proposed  or  pcndmg  On 
or  after  the  dsie  <rf  enactmeffl  of  tUs  seciioa 
by  or  with  foreign  pctsoBS  «diidi  coidd  mnh 
infareigncontrolof  persons  engaged  inin- 
hi  dM  UnilBd  States.  If  it 
mlnvestlgatkni  should  be 
undertaken,  it  shall  commeooe  no  later  than 
30  days  after  receipt  by  the  Presidem  OT  the 

<rf  the  proposed  or  pending  merger,  acqaisi- 
tion,  or  takeover  as  ptcaoihed  by  r^olatioas 
prmnulgated  {»nuaU  to  this  sectlmi.  Sudi 
investigation  shall  be  conmletcd  no  later 
than  45  d)q«  after  sudi  detetminstion. 
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(b)  CONFIDENnALITY  OF  IN- 
FORMATION.-Any  information  or 
documentaiy  material  filed  with  the  Presi- 
deoi  or  the  President's  designee  punuant  to 
this  uctioii  ikaii  be  exeiiq)t  from  disclosure 
under  section  552  of  title  5,  United  States 
Code,  and  no  such  infonnation  or  documen- 
taiy material  m^  be  made  public,  except  as 
may  be  relevant  to  aiQ  administrative  or 
judicial  action  or  proceeding.  Nothing  in  this 
subsection  shall  be  construed  to  prevent  dis- 
closure to  either  House  of  Congress  or  to  any 
du^  authorized  committee  or  subcommittee 
of  the  Congress. 

(c)  ACnON  BYTHE  PRESIDENT.- 
-Subject  to  subsection  (d),  the  President  m^ 
take  such  action  Cor  such  time  as  the  Presi- 
dent considers  appropriate  to  suspend  or 
prohibit  any  acquisition,  merger,  or 
takeover,  of  a  persmi  engaged  in  interstate 
commerce  in  the  United  States  proposed  or 
pending  on  or  after  the  date  of  enactment  of 
this  section  by  or  with  foreign  penons  so  that 
sudi  control  will  not  threaten  to  inq>air  the 
aationat  security.  The  President  shall  an- 
nounce the  decision  to  take  action  pursuant 
to  this  subsection  not  later  than  IS  days  after 
the  investigation  described  in  subsection  (a) 
is  completed.  The  President  may  direct  the 
Attorney  General  to  seek  ^ipropriate  relief 
including  divestment  reliei^  in  the  district 
courts  of  the  United  States  in  order  to  imple- 
ment and  enforce  this  sectioiL 

(d)  FINDINGS  OF  THE  PRESI- 
DENT.-The  President  may  exercise  the 
authority  conferred  by  subsection  (c)  only  if 
the  PresideiM  Gods  thai- 


(1)  there  is  credible  evidence  that 
leads  the  President  to  believe  that  the 
foreign  interest  exercising  control  m^i 
take  action  that  threatens  to  inqwir  the  na- 
tional  security,  and 

(2)  provisitms  of  law,  other  than  this 
section  and  the  International  Emergenqr 
Economic  Powers  Act  (SO  U.S.C  1701- 
1706),  do  not  in  the  President's  judgment 
provide  adequate  and  appropriate  authority 
for  the  Presidem  to  imitect  the  national 
securi^  in  the  matter  before  the  PresideoL 
The  provisions  of  subsection  (d)  of  this  sec- 
tion shall  not  be  subject  to  Judicial  review. 

(e)  FACTORS  TO  BE  CON- 
SIDERED.~FDr  purposes  at  this  sectioa, 
the  President  or  the  Presidenf  s  designee 
may,  taking  into  account  the  requirements  of 
national  security,  consider  among  other  &c- 


(1)  domestic  production  needed  for 
prcyected  national  defense  requirements, 

(2)  the  ctqiability  and  apafdty  <d 
d(»ttestic  industries  to  meet  natknul  defense 
requirements,  iochiding  the  availabili^  of 
human  resources,  products,  technology, 
materials,  and  other  tapp^tt  and  services, 


(3)  the  control  of  domestic  in- 
dustries and  commercial  activity  by  foreign 
citiiens  as  it  affects  the  capability  and 
capacity  of  the  United  States  to  meet  the 
requirements  of  national  securi^. 
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under  subiectloii(c),  the  Preddciitiballiin-  bofdeiituid  shall  to  the  odentponible  coor- 

mediate^  tninimt  to  the  Secretaiy  of  the  diime  reponiiig  lequiremena  under  tbii 

Senate  and  the  Clerk  of  the  Home  of  Rep-  KCtion  with  r^oitiog  requireinenti  under 

retentathrei  ■  vnitten  report  of  the  actum  aiqr  other  proviiioD  of  Fedenllaw.  /' 

iriiidi  the  President  intends  to  take,  indud- 

log  >  detailed  e^lanaiicni  of  the  fiadbp  (h)  EFFECT  ON  OTHER  LAW.- 

made  under  subsection  (d).  NotUq  in  tins  section  sbaU  be  conitrued  to 
alter  or  affect  any  eidtiing  power,  process, 

(g)  REGULATIONS.-T1ie  President  regulation,  investigation,  enforcement 

shall  direct  the  issuance  of  legutatioia  to  measure,  or  review  provided  by  aiv  other 

cany  out  this  section.  Such  regulatitmsdiall:  provisioiioflaw.  (50U£CApp.2161) 
to  the  extent  possible,  mini  mi™  paperwcwk 
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DEFENSE  PMWUCnON  ACT  OF  IM§ 

IMGISLATION  AMENDING  OR  EX- 

IZNDING  THE  DEFENSE  PKODUC- 

TIONACTOF19M 

PnUk  Lew  69,  SZd  Coopm,  Joint  Reiohi- 
don  ctf  June  34  1951, 63  StaL  110 

Public  Lwr  96, 82d  CongTBM,  Mnendatenn 
ofJulr31, 1951, 65  Stat  131. 

Public  Law  139,  tSd  Congreu,  Defense 
Houtiog  and  Communities  Facilities  and 
Services  Act  (tf  September  1, 19S1,  sec  602, 
65  Stat  313. 


Public  Law  S7-305,  Small  Bnaineu  Act 
Ameulmenti  at  Sqnemlxr  26,  1961,  sk; 
S(b},  75  Stat  667. 


Public  Law  89-482, 
1966^  80  Stat  233. 


Public  Law  94,  84tb  Congress,  Federal 
Enqvloyces  Salary  Increase  Act  of  June  28, 
1953,  sec.  12(c)(1),  69  Stat  18a 

Public  Law  119,  84ih  Congress,  Joint 
Resolution  of  June  30, 1955. 69  Stat  225. 

Public  Law  293, 84tli  Congress,  amendments 
of  August  9, 1955, 69  Stat  58a 


Public  Law  91-452,  Oigamzed  Crime  Con- 
trol Act  of  October  15, 1974  title  II,  sec.  251, 
84  Stat  931. 


Public  Law  85-471, 
1958, 72  Stat  241. 


of  June  28, 
of  June  3a 


Public  Law  93- lSS,FiscalYear  1974  Depart- 
ment of  Defense  Appropriation  Autfaoriza- 
tion  Act  erf  November  16,  1973,  title  Vm, 
sec  807(b),  87  Stat  615. 
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Public  Law  93-426,  amendmeats  <tf  S^nem- 
ber30, 1974, 88  Stat  1166. 


Public  Law  94-72,  Joint  Resolution  of 
August  5, 1975, 89  Stat  399. 


Public  Law  96-41,  Strategic  and  Critical 
Materials  Stodc  Piling  Revisiaa  Act  of  1979. 
July  34  1979, 93  Stat  319. 

Public  Law  96-77,  ExtemioD  of  tbe  E)e£nie 
ProductionActofl9SO,Septeniber29,1979, 


Public  Law  96-188,  Enensloiiof  the  Defense 
ProductioD  Act  of  1950^  Januaiy  28, 1980i  94 
StaL3. 

Public  Law  96-25.  Extensioii  of  tbe  E}efense 
ProductiOD  Act  of  1950,  J^nil  3,  1980,  94 
Stat  310. 

PublIcLaw96-2S0,  Extension  of  the  Defense 
Productioa  Act  of  1950.  May  26,  1980.  94 
StaL  371. 


Public  Law  94- 163,  Energy  Poli<7  and  Con- 
servation Act  of  December  22, 1975, 89  StaL 
871. 

Public  Law  94-220,  Joint  Resolution  amend- 
ing effective  dale  of  certain  provisions  of  tbe 
Defense  Production  Act  Amendments  of 
1975,  February  27, 1976. 90  Stat  195. 

Public  Law  94-273,  Fiscal  Year  Adjustment 
Act,  April  21, 1976. 90  StaL  376. 


Public  Law  97-47,  Extension  of  Defense 
Production  Act,  September  30, 1981. 

Public  Law  97-336,  to  exteiu]  the  expiration 
date  of  tbe  Defense  Production  Act  of  1950, 
October  15. 1982;  96  Slat  1630. 

Public  Law  98-12,  Extend  by  six  months  ex- 
piration date  of  Defense  Production  Act  of 
19Sa  Mneh  29, 1983;  97  StaL  53. 

Public  Law  98-181.  Extension  of  D^ense 
Production  Act,  November  30, 1983. 

Public  Law  98-265,  to  extend  the  expiration 
date  of  the  Defense  Production  Act  of  1950, 
AprU  17. 1984. 
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Public  Law  9<M41,  Defense  Production  Act       Public  Law  100-679,  OfBce  of  Federal 
Amendmenti  of  1986,  October  3, 1986, 100       Procurement  Polity  Act  AmeDdments 
Stat  1117. 

FubUc  Law  100-418,  Omnibus  Trade  and 
Coo^etiveDess  Act  of  1988,  August  23, 1988 
102  Stat  110 
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INTEBNATIOWAL  MieWnlitiBullfflnB 

ASSOCIATION  i300Cofir>9cliculA..™« 

OF  MACHINISTS  *..h;nfl„=r>.DC  JOOM 

AND  AEROSPACE  AmCoMSB 
r^^dy  WORKERS 


Jun*  12,   1989 


Tha  Honorabla  Mary  Roa*  Ookar,  Chalrwoaan 
Econoalc  Stabilization  Subconmlttaa 

of  the  Houaa  Banking,  Financa  and 

Drban  Affalra  Ccotittsa 
2231  Ba^um  HouM  Offica  Building 
Naahlngton,  DC  20919 

Daar  Madam  Chaicwoaani 

As  proaiaad  in  my   taatinony  bafora  your  Econonic 
Stabllliatton  SubconBittae  on  Kay  17,  hacawith  la  a  tcada  union 
draft  laglalativa  pcopoaal  lor  tha  Defanaa  Econonic  Adjuatmnt 
Act  (Titls  II  of  H.R.  4Sei.   In  addition  to  tha  lAM,  tha 
following  unlona  rapraaanting  larga  nunbara  of  anployaaa  working 
in  Military  production  and  on  military  baaai,  have  helped  develop 
thia  propoaal I   IntaEnational  Brotherhood  of  Electrical  Horkars 
(IBSW),  Intaenationai  Union  of  Elactronlca  and  Electrical  Horkera 
HUB),  Oil,  Chanical  and  Atcoic  Workara  International  Union 

irkara  International  (UAV),  and  gnitad  Staal 

3W). 

In  tha  near  future,  we  can  expect  tha  support  of  tha 

"  Lon  Department,  AFL-CIO,  compriaing  aome  GO  national 
ana  international  trade  unions,  and  the  endoraamsnt  of  tha  AfL- 
CIO  itself. 

The  trade  union  proposal  is  similar  to  H.R.  101,  sponsored 
by  Representative  Ted  Melas,  with  these  significant  differences! 
1)  Tha  tern  'substantially  and  seriously  affected'  is  defined  as 
any  community  where  a  defense  related  cutback  or  curtailment 
resultH  in  a  workforce  reduction  of  100  or  mora.   Tha  Hains  bill 
does  not  define  the  term.   2)  -Alternative  Uaa  CoBmittee"  is 
defined  but  unlike  the  Weisa  bill,  is  not  mandatory,  and  grant 
money  for  planning  assistance  would  be  channeled  through  local 
cocenunity  planning  agencies  rather  than  made  directly  to  impacted 
coBpany  and  Alternative  Use  Committaos .   3 )  The  Defense  Economic 
Adjustment  CommiBiiian  would  not  require  creation  of  a  new 
bureaucracy  in  the  trade  union  proposal;  rather  its  duties  and 
functions  would  be  administered  by  the  existing  Asaistant 
Secretary  of  Commerce  for  Economic  Development  (EDA)  and  the 
existing  Office  of  Economic  Assistance  in  DOD  would  be 
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tranaferrad  to  th«  EDA  In  th«  MpartOMnt  of  C 
CoMRunlty  and  Bmploya*  Economic  AdjuattMnt  Fund  vould  cohIc  one- 
fourth  of  ItB  iDonlaB  to  community  and  sltamatlva  uaa  planning 
grants  and  the  remainder  to  amployae  Incame,  health  bensfiti, 
•ducBtion,  training  and  retraining  antitlenenta .   S)  Nonay  for 
the  entire  program  would  coma  from  a  two  parcent  (2%)  'Bat-aaide' 
from  selected  catagorlaa  of  the  DOD  budget  plua  a  two  percent 
'set  aside'  from  the  Department  of  Energy  (DOB)  budget.   The 
Weiss  bill  would  require  that  the  coat  of  the  program  be  included 
in  the  contract  award.  6)   The  trade  union  propoaal  pcotacts 
collectiva  bargaining  agreementB  and  bana  the  uie  of  any  planning 
grants  for  purpose*  of  union  buiting  or  circumventing  collective 
bargaining  agraaments.   The  Waiss  bill  doea  not  contain  thoae 
provision  and  safeguards. 

I  should  liXe  to  request,  Hadam  Chair,  that  this  Trade  Union 
proposal  for  Dafanaa  Economic  Adjustment  Aaslatance  be  included 
in  the  record  of  your  Subcommittee's  hearings  on  H.R.  486. 

Trusting  thia  inforaation  will  be  useful  in  your  further 
deliberations  on  thia  vital  and  critical  legiilatioii 
you  the  lAM  stands  ready  to  answer  any  guest ' 
of  your  Subcommittee  have. 
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FACT  SHKT 
Daf«ns«  BconoMic  AdjuitsMiit  Act  of  19S9 


I  in  th«  U.S.  ndlitary 
3M  r*duccion  agr*«a*nta 

In  th*  fac«  of  th«  Pentagon  and  ndlitary  contractors 

continuing  to  rely  at  an  alarming  rate  on   foreign 'based 
production  and  foreign  subcontractors  to  produce  components, 
parts  and  even  whole  weapons  ayateins,  and  auppliea  -  S20  to  $30 
billion  by  FY  ' Bfl  at  a  cost  o(  420,000  Jobs  -  and  the  transfer  of 
technologies  that  enable  Che  recipient  countries  to  modemite  and 
upgrade  their  industrial  bases  and  thereby  compete  more 
effectively  against  us  (U.S.  taxpayers  and  defense  workers  ara 
subsidizing  the  foreign  competitor); 

In  tha  fac*  of  larg*  acala  Introduction  of  new  tachnologlas 
'  that  down-eiie  and  ralocat*  plants  and  facilities  and  that  put 
■tllltary  contract  workers  out  of  work  and  displace  their  akllla 
and  training; 

The  DafensB  Gconoslc  Adjuatnant  Act  is  needed  to  ease  the 
economic  hardships  and  adjustments  of  coosMnlties,  coopaniea  and 
busineHHea,  workera  and  local  and  stata  govammente,  when 
cancellations,  reductions  or  reallgnnents  in  aerospace  and 
defense  contracts,  Bllitary  plants  and  baees  and  anu  sales. 

The  Defense  Bcononic  Adjustment  Act  anist  providei 

1)  Federal  granta  to  local  govemisant  and  in-plsnt 
coia«ittees  to  plan  In  advance  for  alternative 
production,  should  tha  defense  work  stop  or  be  cut 
back,  whatever  the  reason. 

2)  A  worker  Econonic  Adjustment  Trust  Fund 

to  help  educate,  retrain  and  train  workers 
and  aaintaln  their  incomea  and  health  benefits 
while  doing  so,  and  to  provide  job  placement 

3]    Honey  to  pay  for  the  prograus  from  a 

two  percent  (2t)  'aet-asida'  from  the  Oepartnent 
of  Defense  and  Department  of  Energy  budgets . 

The  Defense  Bconomlc  JUljustnent  Act  would  save  Jobs,  create 
new  ones,  educate  and  retrain  workers,  Including  engineers  and 
professionals,  and  preserve  and  nodemize  tha  U.S.  industrial 
base  and  enhance  U.S.  Industrial  competitiveness. 


yGoogle 


Sac.  BOl(B) 

Sec.  eo:(i-i4) 

Stc.  B03(13) 

SM.  802(14) 


Sec.    S 


1(a) 

1(8) 

1(e)(1) 

l(c)(2-4) 
l(d)(l-3) 
2{-) 
2{b){l-2) 


Sec.  B21(a) 
Sec.  e21(b] 
Sec.    B21(c) 


284 

Table  Qt  Confnf 

Mclaration  of   Purpoaaa  and  policy 
P«ge  1-2 


Definition* 


«  3-7 


Establith  Defense  Bconomic  Ad]ustBent 
ComiBSion 

Pag*  7 

CcoBiisslon  Cc~ChBirs 


Duties  of  Conmi salon 


Coinmisaion  Shall  Write  Neceasary  Regulations, 
Rules  and  Procedures  for  Accepting 

Application,  etc, .  . 

Page  12 


List  of  Eligible  Communities 

Page  13-14 

CommunitieE  Hay  Petition  for  Inclusioi 
Page  14 

Alternative  Use  Coraralttee 


yGoogle 


Penalty  for  [>•£•«••  Contractor  Failur*  to 
Apply  far  Planning  Asslatdnca 
Paga  15 
Norkforca  or  Local  Govammnt  Kay  Patition  if 
contractor  Doaan't 

Paqa  15 


Sec.  e32(a)(b) 


Sec.  e31(a]         Adjustment  Aaaiatanca  for  Horkara- 
Cartif  icatlon  ~   Who  Qnalifiaa 
MaiugMant  Raporta  -  Horkara  can  Report  - 
Bargaining  Unit  can  Report 

Page  16 

Sec.  B31(b]         Period  of  Dlaplacanant  ( Uneaploynent )  That 
ia  Certifiable 

Page  17 

Sec.  B32(a] 

Sec.  B32(a) (1)      Compensi 

Sec.  e32(a)(2)      Vaatad  Penalon  Credit 

Sac.  e32{a){3) 

Sec.  e32(a)(4)A)    Education,  Training,  Retraining  -  Job  Search 
Allowance 

Page  19 
Relocation  Expenaea 

Page  19 

Sec.  B33(a)(bi(c)   State 

Sec.  B34  Limitation  on  Benefits  -  Must  Register  - 

Accept  Similar  Work  at  5a»e  Pay  - 
Page  22 


Sec.  835 

Sac.  836  Termination  of  Benefii 


Establish  Community  and  Employee  Economic 
Adjuetnent  Fund 

Page  23 


,y  Google 


Sac.  e42(a)        OapositB  Into  th«  rund 

3%  Sat  asid*  fron  DOD  E  DOI 
Pag*  33 

Sac.  842(b)         Monay  for  th«  Fund  -  Whace  It  Conaa 

From  -  1/4  Planning  -  3/4  Morkar  AdjuBtnant 
Pag*  34 

Sec.  343 
Subtitla  P 
Subtitla  G 
Sac.  851 


,y  Google 


287 

A  TRADE  UBlOm   CMffOSU. 
TITLE  II — ECONOMIC 
AOJ0STII8HT 
SBC.  201.  AHEHDHEHTS  TO  DEFENSE  PBCOXICTICM  ACT  OP 
1950. 
(a)   In  Gansral. — Vh»   D«£ttns«  Production  Act  of 
1950  (SO  U.S.C.  App.  2061  et  seq.)  Is  anendsd  by 
adding  at  the  end  the  following  new  title t 
"TITLE  VIII— BCONOHIC  ADJUSnoaR 

'Subtitle  A — General  Provisions 
'declaration  of  purpose  and  policy 
Sec.  801.  (a)  the  Congress  finds  that  in  view  of 
3  decades  of  heavy  economic,  scientific  and  technical 
commitments  for  defense,  lAlch  have  come  at  great  cosi 
to  commitment  and  investments  in  the  dranestic  civiliai 
industrial  base  and  physical  infrastructure;  that 
there  is  a  direct  causal  relationship  between  the 
nation's  military  industrial  base  inadequacies  and 
disinvestment  and  underinvestment  in  the  dontestic 
civilian  industrial  sector  that  has  been  abandoned  in 
many  critical  instances,  neglectedr  exported  or  sold- 
out  and  shutdown;  in  view  of  the  drag  on  productivity 
due  to  the  enormous  deterioration  in  infrastructure, 
particularly  in  the  last  decade;  in  view  of  our  now 
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critical  environmental  probleraa  which  oblige  us  to 
seek  environmentally  benign  sources  of  energy  and 
nethods  of  waste  disposal,  due  in  no  small  part  to 
producing  for  the  military;  in  view  of  recent  and 
pending  arms  rsduction  agreements,  defense  acquisition 
and  procurement  budget  cuts,  weapons  systems  cutbacks, 
cancellations  and  stretchouts,  demonstrated  reliance 
on  imports  of  materials  and  components,  all  of  which 
has  led  or  will  lead  to  continued  erosion  and 
debilitation  of  the  total  U.S.  Industrial  base;  that 
as  these  commitments  and  investments  are  modified  to 
take  accout  of  changing  requirements  for  national 
security  and  civilian  domestic  needs,  careful 
.  preparation  is  necessary  if  serious  econCTiic 
dislocations  are  to  be  avoided;  that  because  any 
economic  dislocation  due  to  changes  In  defense 
commitments  will  result  from  an  act  of  the  federal 
government,  rather  than  as  a  consequence  of  aarket 
forces  and  so  should  be  ameliorated  by  an  act  of 
Congress;  and  that  the  economic  ability  of  the  nation 
and  of  management,  labor,  communities,  and  capital  to 
adjust  to  changing  national  security  needs  and  to 
modernize  and  revitalise  the  total  Industrial  base. 
Including  the  nation's  physical  infrastructure,  energy 
production  and  waste  disposal  capabilities,  so  as  to 
preserve,  strengthen  and  expand  the  nation's  total 
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industrial  base,  is  consistent  with  the  general 
welfare  o£  the  United  States; 

Sec.  801  (b)  tt  is  the  purpose  of  this  title  to 
provide  the  means  through  which  the  United  States  can 
promote  orderly  economic  adjustment  ^ich  will  (I) 
minimize  the  dislocation  of  workers,  communities,  and 
industries  impacted  by  defense  cutbacks,  (2)  assure 
that  such  dislocations  do  not  compond  recessionary 
trends,  and  (3)  encourage  conversion  of  technologies 
and  managerial  and  worker  skills  developed  in  defense 
production  to  projects  which  serve  to  develop,  expand 
and  modernize  the  civilian  industrial  base,  the 
physical  infrastructure  and  benign  energy  production 
and  waste  disposal  capabilities  and  which  serve  other 
civilian  sector  needs,  such  as  industrial 
manufacturing  competitiveness. 

"Definitions 
'Sec.  802.  For  purposes  of  this  titlei 

*(1)  The  term  'Commission'  means  the  Defense 
Economic  Adjustment  Commission  established  in  section 
811. 

"(2)  The  term  'defense  agency'  means  the 
Department  of  Defense,  the  (nuclear  weapons  division) 
of  the  Department  of  Energy,  the  National  Aeronautics 
and  Space  Administration,  the  Coast  Guard,  and  any 
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other  agency  of  the  Government  to  the  extent  it 
conducts  military  or  other  defense-related  operations. 

'(3)  The  term  'defense  contract'  means  any 
contract  entered  into  between  a  person  or  nonprofit 
organization,  including  subcontractors,  components 
manufacturers,  suppliers,  service  contractors  and 
service  suppliers,  and  a  defense  agency  to  furnish 
defense  material  or  services  to  such  agency,  and  any 
contract  entered  into  between  a  person  or  nonprofit 
organl zation ,  including  subcontractors ,  component 
manufacturers,  suppliers,  service  contractors  and 
service  suppliers,  and  any  foreign  country  or  person 
acting  on  behalf  of  a  foreign  country  to  furnish 
defense  material  or  services  to  or  for  such  country 
pursuant  to  the  Arms  Export  Control  Act,  or  similar 
Act. 

*(4)  The  term  'defense  contractor'  means  any 
facility  engaged  in  the  furnishing  of  defense  material 
pursuant  to  the  terns  of  the  defense  contract  or 
subcontract,  including  any  contract  under  negotiation. 

"(5)  The  term  'defense  facility'  means  any 
private  plant  or  other  establishment  (or  part  thereof) 
used  under  a  defense  contract  or  engaged  in  the 
production,  repair,  modification,  storage,  or  handling 
of  defense  material,  or  any  Government -owned  or 
Government- leased  facility,  including  bases,  forts. 
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shipyards,  and  depots. 

'(6)  The  term  'defense  material'  means  any 
item  of  weaponry,  munitions,  equijnnent,  or  specialized 
supplies  or  services  intended  for  use  by  a  defense 
agency  or  for  sale  to  or  for  the  use  of  a  foreign 
country  which  has  primarily  military  application. 

*(7)  The  term  'defense  service'  means  the 
research,  development,  production,  test,  inspection, 
maintenance  or  repair  of  any  defense  material  for  use 
by  a  defense  agency  or  pursuant  to  a  defense  contract. 

"(8)  The  term  'displace'  or  'displacement' 
means  with  respect  to  any  worker,  including  all 
Federal  civilian  employees  of  the  Defense  E>epartment, 
civilian  employees  of  the  National  Aeronautics  and 
Space  Administration,  and  all  civilian  employees 
engaged  In  defense  and  space-related  production,  the 
separation,  on  a  permanent  or  temporary  basis,  of  such 
worker  from  employment  with  such  facility  or  agency. 

"(9)  The  term  'fund'  means  the  Community  and 
Employee  Economic  Adjustment  Reserve  Trust  Fund 
established  in  section  841. 

"(10)  The  term  'person'  means  any 
corporation,  firm,  partnership,  association, 
individual,  or  other  entity. 

"<H)  The  term  'State'  means  each  of  the 
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United  States,  and  the  District  oC  Columbia,  the 
Commonwealth  of  Puerto  Rico,  the  Virgin  Island*,  Guan, 
American  Samoa,  the  Hortharn  Mariana  Islands,  and  the 
Trust  Territory  of  the  Pacific  Islands. 

"(12)  The  term  'State  agency'  means  the 
agency  of  a  State  which  administers  its  unemployment 
compensation  law,  approved  by  the  Secretary  of  Labor 
under  section  3304  of  the  Internal  Revenue  Code  of 
1986. 

'(13)  The  term  'substantially  and  seriously 
affected'  means  with  respect  to  any  community,  a 
community  which  has  within  its  administrative  and 
political  jurisdiction  one  or  more  military  base, 
defense  contractor  facility  and/or  defense  service 
facility,  and  which  the  curtailment,  completion, 
elimination  or  realignment  of  a  defense-related 
contract  or  program  results  in  a  workforce  reduction 
of  one  hundred  members  or  more,  or  one-third  of  the 
total  workforce  employed,  if  the  military  base  or 
defense  contractor  or  defense  service  facility  employs 
less  than  one  hundred  employees,  in  furnishing 
specialized  materials  or  services  under  a  defense 
contract  as  determined  by  the  Defense  Economic 
Adjustment  Commission. 

"(14)  'Alternative  Use  Committee'  means  that 
committee  which  shall  be  formed  in  a  defense  contract 
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facility,  defense  service  facility,  or  military  base 
facility,  which  is  compoBed  of  not  lass  than  twelve 
m*iBbers,  with  equal  representation  of  the  facility's 
manag«i»nt,  professional  engineering  staff  and  labor, 
including  representatives  of  trade  union  collective 
bargaining  units  (and  democratically  elected 
representatives  of  unorganized  workers),  for  the 
purposes  of  undertaking  economic  planning  and 
preparation  for  the  employment  of  personnel  and 
utilization  of  facilities  in  the  event  of  a  workforce 
reduction  caused  by  elimination,  curtailment, 
completion  or  realignment  of  any  defense  contract, 
defense  service  or  military  base. 

-Subtitle  B — Defense  Econanlc  Adjostaent 
Cosnission 
"Establishment 
'Sec.  811  (a)  There  is  established  in  the 
Executive  Office  of  the  President  the  Defense  Econ^nic 
Adjustment  Commission  which  shall  be  composed  of— 

'(1)  the  Secretary  of  Commerce; 

*(2)  the  Secretary  of  I.abor; 

"(3)  the  Secretairy  of  Defense; 

*(4)  the  Secretary  of  Energy; 

*(5)  3  representatives  of  the  business- 
management  community  who  represent  defense  and 
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nondefense  and  Bmall  business  to  b«  appointed  by  the 
President;  and 

"(6)  3  representatives  of  labor  union 
organizations  to  be  appointed  by  the  President. 

"(b)  The  Secretaries  of  Commerce  and  Labor  shall 
be  Cochairs  of  the  CommlSBion,  shall  preside  over 
meetings  of  the  Commission,  and  shall  designate  a 
member  of  the  Commission  to  preside  in  the  absence  of 
the  Chair. 

"c{l)  The  Commission  shall  execute  its  authority, 
duties  and  powers  through  the  Economic  Development 
Administration  (BDA)  of  tha  Department  of  Commerce  and 
the  Assistant  Secretary  of  Commerce  for  Economic 
Development  shall  be  the  chief  administrative  officer 
responsible  for  implementation  of  the  programs 
authorized  under  Title  II  of  this  Act.  The  Assistant 
Secretary  of  Commerce  for  Economic  Development  shall 
appoint  a  Defense  Economic  Adjustment  Assistance 
administrative  officer  and  staff  necessary  to 
efficiently  and  expeditiously  inaugurate  and  implement 
the  programs  of  this  title.   The  Defense  Economic 
Adjustment  Assistance  officer  shall  be  compensated  at 
the  rate  provided  for  grade  18  of  the  General  Schedule 
under  Section  5332  of  Title  5,  United  States  Code. 

All  functions  and  duties  of  the  Office  of 
Economic  Adjustment  in  the  Department  of  Defense  are 
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hereby  transferred  to  the  office  of  the  Assistant 
Secretary  of  Commerce  for  Economic  DevelOE»ient . 

'(2)  At  the  request  of  the  Commission,  the  staff 
and  any  task  force  established  by  the  Coaunlselon  shall 
carry  out  such  duties  as  the  Commission  may  prescribe. 

"(3)  The  Commission  may  procure  temporary  and 
intermittent  services  to  the  same  extent  as  authorized 
by  section  3109  of  title  5,  United  States  Code. 

"(4)  The  Commission  Is  authorized  to  secure 
directly  from  any  executive  department,  agency,  or 
other  instrumentality  of  the  Government,  Infonnation, 
suggestions,  estimates,  and  statistics  to  carry  out 
this  title,  and  each  such  entity  shall  furnish  such 
Information,  suggestions,  estimates,  and  statistics 
directly  to  the  Commission  upon  request  made  by  the 
Chairman. 

'(d)(1)  Members  of  the  Commission  who  are 
officers  or  employees  of  the  Government  shall  receive 
no  additional  compensation  by  virtue  of  membership  on 
the  Commission. 

"(2)  Hem]?ers  appointed  to  the  Commission  who  are 
not  officers  or  employees  of  the  Government  shall 
receive  compensation  at  the  rate  of  not  to  exceed  $135 
per  diem  when  engaged  in  the  performance  of  duties  of 
the  Council. 
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"(3)  While  away  fxoai  their  homes  or  regular 
places  of  business  In  the  performance  of  services  for 
the  Commission,  all  members  of  the  Council  shall  be 
allowed  travel  expenses,  including  per  diws  in  lieu  of 
subsistence,  in  the  same  manner  as  persons  employed 
intermittently  in  the  Government  service  are  allowed 
expenses  under  section  S703(b)  of  title  5,  United 
States  Code. 

'Duties 
'Sec.  812.  (a)  The  Commission  shall — 

' ( 1 )  disseminate  information  furnished  by 
the  Secretary  of  Defense  under  subsection  (b)  to  the 
appropriate  Federal,  State,  and  local  agencies  or 
authorities  as  soon  as  the  proposed  or  pending  change 
described  in  such  notice  is  known; 

' ( 2 )  encourage  the  preparation  of  concrete 
plans  for  civilian-related  private  enterprise  and 
public  projects  addressing  vital  areas  of  national 
concern  (such  as  transportation,  housing,  education, 
health  care,  environmental  preservation  and  clean  up, 
industrial  base  modernization  and  innovation  and 
development  of  more  environmentally  benign  energy 
resources)  by  the  various  civilian  agencies  of  the 
Government,  as  well  as  by  State  and  local  governments 
and  private  enterprise. 

"(3)  solicit,  direct,  and  coordinate 
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concrete  plans  for  civilian-related  private  enterprise 
and  public  projects  addressing  vital  areas  of  national 
interest,  taking  regional^  State  and  local  concerns 
into  account; 

'(4)  develop  and  coordinate  information  on 
priority,  federally  funded  projects,  agency  prograMS 
and  funding  possibilities,  loans,  and  loan  guarantees 
pertaining  to  defense  economic  adjustment; 

'(5)  monitor  existing  job  services 
Information  banks  In  the  Department  of  Labor  and  in 
State  agencies  to  serve  as  a  resource  on  civilian  job 
Information  for  workers  displaced  from  defense -related 
employment  as  a  result  of  shifting  or  reduced  defense- 
related  expenditure; 

'(6)  make  full  use  of  the  provisions  of 
section  15(d)  of  the  Small  Business  Act; 

'(7)  Receive,  approve  or  disapprove  all 
applications  for  Community  Defense  Economic  Adjustment 
planning  grants; 

'(8)  perform  such  other  duties  as  are 
Imposed  upon  the  Commission  by  this  title. 

"(b)(1)  The  Secretary  of  Defense  shall  notify  the 
Commission  1  year  In  advance  of  a  pending  or  proposed 
change  in  defense  spending  (but  not  later  than  90  days 
in  advance  of  such  change  If  a  reduction  in  notice  is 
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required  for  reasonB  of  national  security  or  military 
emergency)  that  would  affect  employment  in  the  defense 
industry,  including  reduction,  technical  changes, 
outsourcing  and  offshore  procurement,  stretchout  or 
elimination  of  a  program  by  Congress,  the  Secretary  of 
Defense,  the  Office  of  Management  and  Budget,  or  the 
President;  the  termination  or  slowdown  of  a  research 
and  development  or  procurement  contract;  the  proposal 
to  close  a  military  base. 

"(2}  The  Secretary  of  Defense  shall  furnish 
the  Commission  with  projected  future  defense  spending 
levels  and  contract  progress  reports. 
"rules 
"Sec.  813.  (a)  The  Commission  shall  promulgate 
such  regulations  as  may  be  necessary  to  carry  out  the 
provisions  of  this  title. 

"Subtitle  C — Coninunlty  Economic  Adjustment 
Planning 
"eligibility 
"Sec.  821  (a)  Each  community  which  is 
substantially  and  seriously  affected  as  defined  in 
Sec.  802(13}  of  this  Act  by  a  reduction  or  elimination 
of  Government  defense  facilities  or  curtailment  or 
conclusion  of  defense  contracts  shall  be  eligible  for 
Federal  assistance  for  planning  for  economic 
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adjusCment  to  avoid  substantial  dislocations  and  for 
economic  adjustment  assistance  should  such  dislocation 
occur • 

*(b)  The  Commiaaion  shall  develop  criteria  for 
eligibility  for  planning  assistance  consistent  with 
Sec.  802  'Definitions'.   To  the  fullest  extent 
practicable,  the  Conunission  shall  utilize  data  and 
reports  available  from  other  departments,  agencies,  or 
instrumentalities  of  the  Government  for  statistical 
and  other  information  required  to  develop  the 
criteria.   The  criteria  shall  insure  that  assistance 
is  directed  to  those  enterprises,  plants,  facilities 
and  communities  which  are  most  vulnerable  economically 
to  reductions  In  defense  expenditures,  and  which  have 
established  local  economic  development  and  economic 
planning  agencies  dedicated  to  civilian  industrial 
develojfonent  and  modernization  of  the  industrial  base, 
including  environmental  preservation  and  clean  up, 
rebuilding  and  restoring  the  physical  infrastructure, 
establishing  new  start  up  and  infant  industries  (such 
as  more  environmentally  benign  energy  production, 
waste  disposal  facilities,  high  speed  rail  transit  and 
magnetic  levltation  systems,  high  density  television; 
superconductivity  and  advanced  manufacturing  processes 
and  technologies). 

'(c)  The  Commission  shall  publish  semiannually 
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.  listings  of  communities  currently  eligible,  or  which 
the  CommiBSion  determinfes  (on  the  basis  of  information 
provided  under  section  812(b)(1))  is  likely  to  be 
eligible,  for  such  assistance.   Communities  not 
included  may  petition  the  Commission  for  inclusion  on 
the  list. 

"(d)  Any  community  which  receives  such  economic 
adjustment  planning  assistance,  shall,  in  turn, 
require  that  development  of  any  specific  plan  for 
alternative  use  of  an  adversely  impacted  defense 
contract  facility,  defense  service  facility  or 
military  base,  will  be  done  in  full  consultation  and 
cooperation  with  an  Alternative  Use  Committee 
established  within  the  defense  contract  facility  or 
defense  service  facility  or  military  base  facility 
itself,  as  defined  in  Sec.  802(14). 

"(e)  Any  defense  contract  facility  or  defense 
service  facility  or  military  base  facility,  which  is 
located  within  a  community  'substantially  and 
seriously  affected,'  as  defined  in  Sec.  802(13)  of 
this  Act,  shall  upon  notification  of  a  reduction, 
elimination,  termination,  realignment  or  stretch-out 
of  any  defense  contract  shall  immediately  form  an 
Alternative  Use  Committee  as  defined  in  Sac.  802(14) 
and  apply  to  the  proper  local  agency  or  office 
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and  administering  dispensing  the  Community  Economic 
Adjustment  Planning  Grant  for  an  alternative  use 
feasibility  study.   Should  any  defense  contractor 
choose  not  to  apply  for  community  defense  economic 
adjustment  planning  assistance  under  the  provisions  of 
this  title,  then  within  30  days  after  notification  of 
an  impending  reduction,  elimination,  termination, 
realignment  or  stretch-out  of  a  defense  contract,  that 
contractor  automatically  forfeits  any  right  to 
indemnity  or  other  adjustment  payments  he  may  be 
entitled  to  receive  under  the  terms  and  conditions  of 
his  defense-related  contract;  and  should  a  defense 
contractor  choose  not  to  apply  for  community  defense 
economic  adjustment  assistance  according  to  the 
provisions  of  this  Act,  within  90  days  of  notice,  then 
the  members  of  the  workforce  of  that  facility,  or  the 
local  community  government  itself,  may  petition  for 
such  economic  adjustment  planning  assistance. 

'excess  property  provision 
"Sec.  822  (a)  Any  capital  property  or  facilities 
declared  excess  by  a  defense  agency  in  conjunction 
with  a  Government -owned  facility  reduction  or  closure 
shall  be  appraised  for  purposes  of  resale  to  the 
affected  community.   The  defense  agency  shall  take 
into  account  the  cost  of  modernization  and  of 
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iMproving  abandonad  facllitleB  up  to  ninljnMi  safAty 
and  anvlronjiMntal  standards  in  datanining  a  fair 
prica  for  tha  facility. 

"(b)  In  fixing  tha  «ala  or  leas*  valua  of  any 
property  to  be  ditpoeed  of  undar  subsaction  (a),  tha 
defense  agency  shall  take  into  consideration  any 
benefit  which  has  accrued  or  may  accrue  to  the  United 
States  from  the  use  of  such  property  by  the  cc»BRunity 
involved,   vrhenever  there  is  a  dispute  as  to  the  sale 
or  lease  value,  tha  defense  agency  shall  8u]Mdt  such  a 
dispute  to  the  Commission  for  resolution. 

"Subtitle  D — Bcononic  Adjustment  Assistant 
for  En^loyees 
" certi  f ication 

"Sec.  831  <a)  All  displacements  affecting  workers 
employed  by  a  defense  contractor  civilian  workers 
employed  by  the  Armed  Services  or  federal  agency 
attributable  to  a  reduction  of  the  volume  of  defense 
work  in  such  facility  shall  be  reported  by  the 
management  of  the  firm  or  feder  government  facility, 
or  by  the  employees  in  the  affected  facility,  or  by 
the  bargaining  unit  representing  employees  in  the 
facility,  to  the  Commission  and  the  State  employment 
security  agency  acting  as  agent  of  the  Secretary  of 
Labor  for  the  administration  of  the  program  under  this 
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subtitle . 

Sec.  B31  (b)  the  displacement  of  any  worker  irtio 
loses  employment  within  one  year  prlox  to  either  a 
reduction  of  the  volume  of  defense  work  of  such 
contractor,  or  the  workforce  reduction  or  closure  of  a 
military  base  or  other  federal  government  facility  or 
one  year  prior  to  the  petition  for  certification 
(whichever  period  is  shorter),  and  up  to  two  years 
after  certification,  shall,  for  purposes  of  subsection 
(a),  be  deemed  to  be  a  displacement  attributable  to 
that  reduction. 

"(c)  Any  worker  employed  by  a  defense  facility 
shall  be  eligible  for  benefits  in  accordance  with 
regulations  prescribed  by  the  Commission, 
'entitlaoent  to  benefits 

'Sec.  832.  (a)  Any  worker  certified  pursuant  to 
section  831  as  eligible  for  adjustment  benefits  shall 
be  entitled,  for  the  2-year  period  following 
displacement,  to  whichever  of  the  following  benefits 
are  applicable: 

"(1)  Compensation,  on  a  weekly  basis,  sufficient, 
when  added  to  any  benefits  which  such  worker  receives 
or  is  entitled  to  receive  for  such  weekly  period  under  - 
any  Federal  or  State  unemployment  coi^ensation  program 
(or  any  plan  of  such  worker's  employer  providing  for 
such  benefits)  by  reason  of  such  worker  displacement, 
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and  any  earnings  during  such  weekly  period  from  other 
employment,  to  maintain  an  income  at  a  level  equal  to 
90  percent  of  that  worker's  regular  annual  wages 
(based  on  a  40-hour  workweek,  or,  in  the  event  a 
defense  contractor  has  a  regular  workweek  payable  at 
straight-time  wage  rates  other  than  40  hours,  for  such 
regular  workweek)  prior  to  that  worker's  displacement. 

"(2)  Vested  pension  credit  under  any  applicable 
pension  plan  maintained  by  the  defense  contractor  from 
which  such  worker  was  displaced,  for  the  period  of 
that  worker's  employment  with  such  facility,  and  the 
2-year  period  following  that  worker's  displacement, 
during  which  2-year  period,  for  the  purpose  of  the 
Employee  Retirement  Income  Security  Act  of  1974  and 
the  corresponding  provisions  of  the  Internal  Revenue 
code  of  1986  (relating  to  a  qualified  plan)  such 
worker  shall  be  treated  as  if  such  worker  were 
employed  by  such  contractor  on  the  same  basis  as  such 
worker  was  employed  on  the  day  preceding  such  worker's 
displacement;  except  that  pension  credit  during  such 
2-year  period  shall  be  reduced  to  the  extent  of  vested 
pension  credit  earned  with  another  employer  during 
such  2-year  period. 

■(3)  Maintenance  of  any  hospital,  dental,  vision, 
surgical,  medical,  disability,  life  (and  other 


,y  Google 


256 


survivor)  insurance  coverage  vrtiich  such  individual 
(including  members  of  such  individual's  family)  had  by 
reason  of  employment  by  a  defense  contractor  prior  to 
such  displacement;  except  that  if  such  worker  so 
displaced  is  otherwise  employed  during  such  2-year 
period,  such  worker  shall  be  entitled  to  receive 
benefits  under  this  paragraph  to  the  extent  necessary 
to  provide  such  worker  with  tha  same  protaction 
described  in  this  paragraph  as  such  worker  (Including 
family  members)  would  have  had  if  such  worker  had  not 
been  displaced. 

*(4)(A)  Education,  training  and  retraining  for 
civilian  work  providing  pay  and  status  comparable  to 
the  employment  from  which  such  worker  was  displaced  is 
an  entitlement  which  is  approved  by  the  Secretary  of 
Labor  or,  in  the  case  of  a  worker  in  a  State  which  has 
entered  into  a  contract  with  the  Commission  pursuant 
to  section  833,  by  the  State  agency. 

"(B)  Workers  shall  be  eligible  for  a  job  search 
allowance  under  the  same  terms,  conditions,  and 
amounts  as  provided  in  section  237  of  the  Trade  Act  of 
1974  (19  U.S.C.  2297) . 

'(5)  Reimbursement  for  reasonable  relocation 
expenses  incurred  by  such  worker  in  moving  to  another 
location,  as  determined  by  the  Secretary  of  Labor 
under  section  238  of  the  Trade  Act  of  1974  (19  U.S.C. 
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-Sec.  S32  (b)  DELBTE 

'state  agraeaents 

'Sec.  833.  (a)  The  Commission  shall,  on  behalf  of 
the  United  States,  enter  into  an  agreement  with  a 
State,  or  with  any  agency  administering  the 
unemployment  compensation  law  of  any  State  approved  by 
the  Secretary  of  Labor  under  section  3304  of  the 
Internal  Revenue  Code  of  1986,  which  — 

'(1)  as  agent  of  the  Commission,  shall  upon 
certification  and  other  determinations  required  in 
section  831,  make  such  payments  and  provide  such 
benefits  as  are  authorized  by  section  832,  on  the 
basis  provided  for  in  this  title,  and  shall  otherwise 
cooperate  with  the  Commission  and  other  State  agencies 
in  carrying  out  the  provisions  of  this  title;  and 

"(2)  shall  be  reimbursed  for  all  benefits 
paid  pursuant  to  such  agreement  and  all  administrative 
and  operational  costs  incurred  in  carrying  out  such 
agreement . 

'(b)(1)  There  shall  be  paid  to  each  State  agency 
which  has  an  agreement  under  this  section,  either  in 
advance  or  by  way  of  reimbursement,  as  may  be 
determined  by  the  Commission,  such  sum  as  the 
Commission  estimates  the  agency  will  be  entitled  to 
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receive  under  such  agreement  for  each  calendar  months 
reduced  or  increased,  as  the  case  may  be,  by  any  sun 
by  which  the  Cownisslon  finds  that  its  estiiiiBtes  for 
any  prior  calendar  month  were  greater  or  less  than 
amounts  which  should  have  bean  paid  to  the  agency. 
Such  estimates  may  be  made  upon  the  basis  of 
statistical  sampling,  or  other  method  as  agreed  upon 
by  the  Ccmmission  and  the  State  agency. 

*(2)  The  Commission  shall  from  time  to  time 
certify  to  the  Secretary  of  the  Treasury  for  payment 
to  each  State  Agency  tdilch  has  an  agreement  under  this 
section  sums  payable  to  such  agency  under  paragraph 
(1]  of  this  subsection.  The  Secretary  of  the 
Treasury,  prior  to  audit  or  settlement  by  the  General 
Accounting  Office,  shall  make  payments  to  the  agency,  ,. 
in  accordance  with  such  certification,  from  the  fund. 

"(3)  All  money  paid  a  State  agency  under  any  such 
agreement  shall  be  used  soley  for  the  purposes  for 
which  it  is  paid;  and  any  money  so  paid  which  Is  not 
used  for  such  purposes  shall  be  returned,  at  the  time 
specified  In  such  agreement,  to  the  Treasury. 

*(c)  In  any  case  involving  a  worker  entitled  to 
benefits  under  section  832  who  is  in  a  State  with 
respect  to  which  there  is  no  agreement  pursuant  to 
this  section,  the  Secretary  of  Labor  shall,  under 
regulations  prescribed  by  the  Secretary,  administer 
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such  benefits  on  behalf  of  such  worker.  The  Secretary 
of  Labor,  In  administering  such  benefits,  shall,  fron 
time  to  time,  certify  to  the  Secretary  of  the  Treasury 
for  payment  to  such  worker  the  amounts  of  such 
benefits  to  which  such  worker  and  the  Secretary  of  the 
Treasury  shall  make  payments  to  such  worker,  in 
accordance  with  such  certification,  from  the  fund. 
"limitation  on  benefits 

"Sac.  834.  In  no  case  shall  any  displaced  worker 
be  eligible  for  benefits  under  section  832(a)  unless 
such  worker  agrees  (1)  to  maintain,  on  a  current 
basis,  during  the  period  of  displacement,  an  active 
registration  with  the  Secretary  of  Labor  or  an 
appropriate  State  employment  agency,  as  the  case  may 
be,  and  (2]  to  accept  any  employment  determined  by  the 
Secretary  of  Labor  or  agency,  as  the  case  may  be,  to 
be  of  the  same  skill  or  work  of  a  similar  nature,  at 
the  same  pay  as  such  worker  was  receiving  before  such 
worker  was  displaced.   No  such  benefits  shall  be  paid 
under  this  title  to  any  worker  who  fails  to  maintain 
such  registration  or  to  accept  such  employment, 
'treatment  of  unemployment  compensation 

'Sec.  835.  In  no  case  shall  any  adjustment 
benefits  paid  pursuant  to  this  title  be  taken  Into 
consideration  in  determining  eligibility  for,  or  the 
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amount  of,  unemployinent  coapensatlon  under  any  Federal 
or  State  unemployment  compensation  law. 
'terKination  of  ben«fitB 

'Sec.  836.  Adjustment  benefits  shall  terminate 
when  a  worker  eligible  for  benefits  accepts  employment 
providing  90  percent  of  that  worker's  previous  wages, 
or  2  years  after  displacement,  whichever  occurs 
sooner . 

'Subtitle  E — Commuiity  and  Employee  Bco&cbIc 
Adjustaent  Fund 
'fund  established 

'Sec.  841.  There  is  established  in  the  Treasury 
of  the  United  States  a  trust  fund  to  be  known  as  the 
Community  and  Employee  Economic  Adjustment  Reserve 
Trust  Fund. 

'deposits  into  the  fund 

'Sec.  B42.  (a)   To  carry  out  the  provisions  and 
programs  of  this  title,  two  percent  of  the  sum  of  the 
Department  of  Defense's  Operations  and  Maintenance, 
Procurement,  Research,  Development,  Test  and 
Evaluation  (RDTE),  Military  Construction  Budget 
Authority  and  the  Department  of  Energy  Budget 
Authority  shall  be  set  aside,  beginning  with  the 
fiscal  year  in  which  this  title  becomes  effective  and 
shall  be  set-aside  each  year  thereafter,  such  sum  to 
be  deposited  by  the  Secretary  of  the  Treasury  into  the 
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CoMMunity  and  EnployM  Econoaic  Adjuatnant  Fund. 

'S«c.  842  (b)  One-fourth  of  the  Fund  shall  ba 
connittad  to  COMiunlty  Dafansa  Bconoaic  Adjustnant 
planning  grants  and  tha  ranalndar  shall  ba  coMsittad 
to  Employaa  Adjustmant  Assistanca. 

'■anagaMent  of  the  fund 

■Sac.  S43.  (a)  It  shall  be  the  duty  of  tha 
Secretary  of  the  Treasury  to  invest  such  portion  of 
tha  moneys  in  the  fund  as  is  not,  in  the  judgment  of 
the  Secretary,  required  to  meet  current  withdrawal 
requirement.   Such  investments  may  be  made  only  in 
interest-bearing  obligations  of  the  United  States  or 
in  obligations  guaranteed  as  to  both  principal  and 
interest  by  the  United  States.   For  such  purpose,  such 
obligations  may  be  acquired  (1)  on  original  issue  at 
the  issue  price,  or  (2)  by  purchase  of  outstanding 
obligations  at  the  market  price.   The  purposes  for 
which  obligations  of  the  United  States  may  be  issued 
under  chapter  31  of  title  31,  United  States  Code,  are 
hereby  extended  to  authorize  the  issuance  at  par  of 
special  obligations  exclusively  to  the  fund.   Such 
special  obligations  shall  bear  interest  at  a  rate 
equal  to  the  average  rate  of  interest,  computed  as  to 
the  end  of  the  calendar  month  next  preceding  the  date 
of  such  issue,  borne  by  all  marketable  interest- 
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bearing  obligationB  of  the  United  States  then  fontting 
part  of  the  public  debt;  except  that  where  such 
average  rate  is  not  a  multiple  of  1/8  of  1  percent, 
the  rate  of  interest  of  such  special  obligations  shall 
be  the  multiple  of  1/8  of  1  percent  next  lower  than 
such  average  rate.  Such  obligations  shall  be   issued 
only  If  the  Secretary  of  the  Treasury  determines  that 
the  purchase  of  other  interest-bearing  obligations  of 
the  United  States,  or  of  obligations  guaranteed  as  to 
both  principal  and  interest  by  the  United  States  on 
original  issue  or  at  the  market  price,  is  not  in  the 
public  interest. 

*(b)  Any  obligations  acquired  by  the  fund  (except 
special  obligations  Issued  exclusively  to  the  fund) 
may  be  sold  by  the  Secretary  of  the  Treasury  at  the 
market  price,  and  such  special  obligations  may  be 
reduced  at  par  plus  accrued  interest. 

'Subtitle  F — Preservation  of  Collective 
Bargaining 

'Sec.  .  No  provision  of  this  Act  or  assistance 

rendered  to  any  party  or  entity  under  any  of  its 
provisions  shall  be  used  to  circumvent,  destroy  or 
weaken  collective  bargaining  agreements  or  collective 
bargaining  units  in  existence  at  the  time  such 
assistance  is  applied  for  and  is  being  utilized;  nor 
shall  labor-management  consultants  as  defined  in 
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be  eligible  to  receive  assistance  grants  or 

participate  in  planning,  education  and  training 
programs  conducted  by  grantees  under  the  authority  of 
this  title. 

-Subtitle  6 — Authorization  of  i^ipropriations 
'appropriations  authorized 

'Sec.  B51.  There  are  authorized  to  be 
appropriated  such  sums  as  may  be  necessary  to  carry 
out  the  provisions  of  this  title." 

(b)  Conforming  Amendment. — The  table  of  contents 
in  the  first  section  of  the  Defense  Production  Act  of 
1950  (50  U.S.C.  App.  2061  prec. ]  is  amended  by  adding 
at  the  end  the  following  new  itemi 
'Title  VIII — Economic  adjustsent". 
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OPENIHC  STATBNEHT 

COMGRESSWaULH  Mklty  ROSE  DAKAR,  CHAIR 
SUB(X»IMI1TBE  ON  ECOMWIC  STABILIZATION 
HEARING  ON  H.R.  486,  THE  "DEFENSE 
PRODDCTION  ACT  AMSHCffKNTS  OP  1989" 
THURSDAY,  KAY  IS,  1989 


TODAY,  THE  SUBCmXITTEB  ON  BCON<»UC  STABILIZATION  CCMTINOSS 
ITS  UCISLATIVE  HEARINGS  ON  H.R.  4B6,  THE  "DBrEHSE  PRODUCTION  ACT 
AKENEKENTS  OF  19B9." 

THE  BILL  IS  REALLY  MADE  OP  OF  TWO  TITICS.  THE  FIRST  IS  A 
SERIES  OP  MAJOR  AMENDMENTS  TO  TITU  I  OP  THE  EXISTING  DZPEH8E 
PRODDCTION  ACT  NHICH,  AS  YOU  KNOW,  EXPIRES  NEXT  SEPTEMBER  30 
UNLESS  RE-EXTENDED. 

THE  AMENDHEHTS  ABE  BASED  ON  EXPERT  TZSTIMOKX  FBOM  48 
HITHESSES  REPRESENTING  GOVERNMENT,  LABOR,  INDUSTRY,  AND  PUBLIC 
INTEREST  GROUPS.  HE  HAVE  HAD  SOKE  15  OR  MORE  BEARINGS  OVER  THE 
PAST  TWO  YEARS  ON  MAJOR  ISSUES  AFrECTING  THE  U.S.  DEPEHSE 
INOOSTRIAL  BASE. 

ACTION  ON  THESE  ISSUES  IS  LONG  OVERDUE  TO  PRBVBHT  FURlllBK 
EROSION  OF  THE  BASE  AND  TO  PROMOTE  A  REVITALIZATIOM  OP  U.S. 
INDUSTRIAL  CAPABILITIES. 

SO  FAR  ~  ALTHOUGH  A  CLEAR  CONSENSUS  ON  THIS  P80fiI£M  SEEMS 
TO  EXIST  —  THERE  HAS  BEEN  LITTLE  MEANINGFUL  ACTION.  HOPEFULLY, 
H.R.  486  HILL  SERVE  AS  A  STEP  IN  THE  RIGHT  DIRECTION. 

AS  I  SAID  YESTERDAY,  TITLE  II  OF  THE  BILL  FOCUSES  (»l 
ECONOMIC  ADJUSTMENT  TO  ASSIST  INDUSTRIES,  WORKERS  AND  COMMUKITIBS 
IN  HELPIHG  TO  OVERCOME  THE  ADVERSE  EFFECTS  OP  CERTAIN  DEFENSE 
SPENDING  CUTBACKS  AND  MILITARY  FACILITY  CLOSINGS  LIKELY  TO  OCCUR. 
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TITU     II     IS     A     HEH     COHCEPT     kND     HEBD6     KDOmOKKL    WORK     SO     ' 
CDRJtXHT     UUIGDAGE     IH     THE     BILL     IS     REALLY     A     BSCIMHIIIC     FOIMT     1 


OUR  WITWESSES  TODAY  ARE  ADMIRAL  THOKAB  MOORER,  FORMER 
CHAIRHKH  or  THE  JOINT  CHIEFS  OF  STAFF;  MATTHEH  8.  COFFEY, 
PRESIDEHT  OF  THE  NATIONAL  TOOLING  AND  KACHINING  ASSOCIATION;  AND 
KENNETH  B.  BERNHARDT,  RECENTLY-RETIRED  FRXSIDENT  OF  HAKIi;iON 
TECHNOLOGY,    INC. 

ADMIRAL  MOORKR  IS  GOING  TO  BE  DKLAYKD  UNTIL  10:30,  SO  NE 
HOOLD  LIKE  TO  BEGIN  KITH  THE  TESTIMONY  OF  MR.  COFFEY  WHOSE 
INDUSTRIES      ARE      VITAL      TO      AMERICA'S      DEPBHSB      INDUSTRIAL 
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COMMENTS  TO  THE  COMMITTEE  ON 
BANKING,  FINANCE  AND  URBAN  AFFAIRS 
H.  R.  486 

GOOD  HORNING  MADAM  CHAIR  AND  MEMBERS  OF  THE  COMMITTEE. 
I  APPEAR  BEFORE  YOU  TODAY  AS  A  CITIZEN  CONCERNED  ABOUT 
THE  DEFENSE  AND  INDUSTRIAL  PREPAREDNESS  OF  OUR  COUNTRY. 
I  FDI^Y  RETIRED  LAST  MONTH  AS  THE  PRESIDENT  OF  A  COMPANY, 
VIHICH  FOR  THE  LAST    36  YEARS  HAS  DIRECTED  100%  OF  ITS  EFFORTS 
TO  THAT  SEGMENT  OF  ORDNANCE  PRODUCTS  REQUIRING  THE  DESIGN, 
DEVELOPMENT  AND  PRODUCTION,  OF  MECHANICAL,  ELECTRO-MECHANICAL 
AND  ELECTRONIC  FUZING  FOR  ARTILLERY,  MORTARS  AND  ROCKETS, 
SAFE  AND  ARMING  DEVICES  FOR  A  VARIETY  OF  MISSILES  AND 
PRECISION  TIMING  DEVICES  FOR  VARIOUS  APPLICATIONS,  INCLUDING 
SEVERAL  LAND  MINE  PROGRAMS. 

LAST  YEAR  I  HAD  THE  OPPORTUNITY  TO  MEET  WITH  THIS  COMMITTEE 
TO  EXPRESS  MY  CONCERNS  ON  THE  EROSION  THAT  HAS  BEEN  OCCURRING 
TO  THE  INDUSTRIAL  PREPAREDNESS  AND  THE  MOBILIZATION  CAPABILITIES 
OF  OUR  COUNTRY.   TODAY  I  APPEAR  BEFORE  YOU  AND  I  AM  DISTURBED 
TO  REPORT  THAT  EVENTS  AND  ACTIONS  HAVE  TAKEN  PLACE,  THIS  PAST 
YEAR,  WHICH  CONTINUE  THIS  EROSION. 

SINCE  I  LAST  MET  WITH  YOU,  TWO  OF  THE  FEW  REMAINING  FUZE 
COMPANIES  WENT  OUT  OF  BUSINESS.   THEY  ARE:   SOONER  DEFENSE 
IN  LAKE  WALES,  FLORIDA  AND  ACTION  MANUFACTURING  COMPANY  IN 
PHILADELPHIA,  PA.   OTHER  LARGE  CORPORATIONS  HAVE  DIVESTED 
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PORTIONS  OF  THEIR  DEFENSE  BUSINESSES  OR  SOLD  THEIR  ENTIRE 
BUSINESS  TO  OTHERS.   IN  SOME  CASES  THESE  COMAPNIES  NOM  HAVE 
FOREIGN  OWNERSHIP.   A  FEW  EXAMPLES  AREi   INTERNATIONAL  SIGNAL 
AND  CONTROL  MERGED  NITB  FERRANTI  OF  ENGLAND.   ACCUDYNE  HAS  BEEN 
SOLD  TO  ASTRA,  AH  ENGLISH  HOLDING  COHFANX  AND  KDI'S  DEFENSE 
SEGMENT  IS  UP  FOB  SALE.   WE  BAVE  ALL  READ  THAT  HONEYWELL  HAS 
OR  IS  IN  THE  PROCESS  OF  SELLING  THREE  DIVISIONS  WHICH  ARE 
HEAVILY  INVOLVED  IN  THE  MANUFACTURE  OF  DEFENSE  PRODUCTS.   EVEN 
AS  I  SPEAK  THE  COMPANY  I  RETIRED  FROM  IS  IN  THE  PROCESS  OF  BEING 
SOLD  TO  A  MAJOR  COMPETITOR.   SINCE  BOTH  COMPANIES  ARE  IN  THE 
SAME  MARKETS,  FUTURE  CONSOLIDATIONS  COULD  RESULT  IN  ANOTHER 
DIMUNATION  OP  THE  FU7.E  BASE. 


EXISTING  LAWS,  REGULATIONS,  AND  POLICIES  HAVE  HOT  I 
THEIR  ADEQUACY  TO  REVERSE,  SLOWDOHN  OB  STOP  THIS  CONTIHUAL 
WEAKENING  OF  OUR  INDUSTRIAL  BASE  AND  OUR  MOBILIZATION  CAPABILITIES. 
EVEN  THOUGH  SUCH  LAWS,  REGULATIONS  AND  POLICIES  HAVE  LANGUAGE 
DESIGNED  TO  DO  SO.   FOR  INSTANCE:   FOB  FIFTEEN  (15)  YEARS  OR 
SO  ORDNANCE  ITEM  CONTRACTS  CONTAINED  THE  PRECISION  PARTS  AND 
PRECISION  GEAR  AND  PINION  CLAUSES.   THESE  CLAUSES  WERE  DESIGNED 
AND  IMPLEMENTED  AS  A  RESULT  OF  THE  LARGE  CONCERN  OUR  GOVERNMENT 
OFFICIALS  HAD  WHEN  IT  WAS  DISCOVERED  THAT  SUCH  COMPONENTRY  WAS 
ACQUIRED  PROM  OVERSEAS  SOURCES  FOR  THE  MANUFACTUR  OF  THE  ORDNANCE 
ITEMS  REQUIRED  FOR  THE  VIETNAM  CONFLICT.   COSTS  WERE  THE  DRIVER 
FOR  SOME  DOMESTIC  MANUFACTURERS  TO  TARE  THIS  COURSE  OF  ACTION. 
TODAY,  NEITHER  REQUESTS  FOR  PROPOSALS  NOR  THE  RESULTANT  CONTRACTS 
CONTAIN  THESE  CLAUSES.   THE  REGULATIONS  ARE  IN  PLACE  BUT  NOT  BEING 
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r  OFFICIALS  WILL  INCLUDE  LANGUAGE  IN 
BEQUESTS  FOR  PROPOSALS  AND  CONTRACTS  WHICH  RESTRICT  THE  PROCUREMENT 
OF  CERTAIN  ELECTRONIC  COMPONENTS  TO  DOMESTIC  SOURCES.   HOWEVER, 
FAR  TOO  OFTEN,  UNDER  PRESSURE  FROM  SOME  CONTRACTORS  SUCH  RESTBICTIOHS 
ARE  REMOVED.   HOT  ALL  THE  ELECTRONIC  COMPONENTS  REQUIRED  IN  THE 
DESIGN  PACKAGE  ARE  RESTRICTED,  ONLY  A  FEW.   AGAIN  COST  IS  THE 
DRIVER. 

THERE  IS  ANOTHER  FACET  TO  INDUSTRIAL  READINESS  AND  MOBILIZATION 
PLANNING  THAT  IS  NOT  OFTEN  RECOGNIZED  OR  CONSIDERED,  HOWEVER, 
H.R.  486  DOES  ADDRESS  THE  NEED  TO  CONSIDER  SUBCONTRACTORS  AS  A 
PART  OF  THE  BASE, 


1  REQUIRED  TO  ESTABLISH  AN  ADEQUATE  MOBILIZATION 
BASE  DO  NOT  STOP  WITH  THE  IDENTIFICATION  OF  A  SUFFICIENT  NUMBER 
OF  COMPANIES  TO  MANUFACTURE  THE  MOBILIZATION  QUANTITIES  OF  AN 
ORDNANCE  PRODUCT.   ALL  COMPANIES  RELY  ON  A  LARGE  NUMBER  OF 
SUBCONTRACTORS  FOR  A  VARIETY  OF  PRODUCTS.   HOWEVER,  AGAIN  IN 
THE  INTEREST  OF  COSTS  AND  IN  RECOGNITION  OF  THE  RELATIVELY 
LOW  PEACE  TIME  PROCUREMENT  QUANTITIES  ALL  OR  SEVERAL  OF  THE 
MANUFACTURERS  OF  THE  SAME  END  PRODUCT  WILL  RELY  ON  ONE  SUB- 
CONTRACTOR FOR  THEIR  SUPPLIES  OF  RAW  MATERIAL,  COMPONENT  FARTS 
AND  SUPPLIES. 

ALTHOUGH  ONE  COULD  BELIEVE  THAT  IN  A  BASE  OF  MULTIPLE  COMPANIES 
EACH  WOULD  HAVE  THEIR  OWN  NETWORK  OF  SUPPLIERS  THEREBY  CREATING 
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A  CEIRISTIttS  TVEE   OF  H06ILIZATI0M  CAPABILITY,  IN  FACT  IN 

THE  REAL  WORLD,   INVERTED  CKRISTMAB  TREES  HAVE  BEBK  CREATED. 


WHY  JUtE  EXISTING  RESULATIOHS  AND  POLICIES  BEING  ] 
CIRCUMVENTED?   THE  ENVIRONMENT  CREATED  BY  THE  COHFETITIOM  IN 
CONTRACTING  ACT  (CICA),  IB  MY  OPINION,  IS  THE  DRIVER  FOR  THE 
DECISIONS  TO  STRUCTURE  CONTRACTS  SO  THAT  THE  LOWEST  POSSIBLE 
FBICES  CAN  BE  OBTAINED  EVEN  AT  THE  EXPENSE  OF  INDUSTRIAL  READINESS 
AND  MOBILIZATION  CAPABILITIES.   THE  PROCUREMENT  AGENCIES  FUNCTION 
IN  THIS  ENVIRONMENT  BECAUSE  THEY  NEVER  AGAIN  WANT  TO  BE  CHASTISED 
FOB  BUYING  A  SlOO  HAMMER,  A  S3000  TOILET  SEAT  OR  A  S7000 
COFFEE  MAKER.   SOME  COMPANIES  TRY  TO  HAVE  POLICY  CHANGED  AND 
OTHERS,  IN  ORDER  TO  SURVIVE,  STOP  RESISTING  THE  CHANGES, 

IH  THE  PAST,  THE  GOVERNMENT  WOULD  STRUCTURE  A  MOBILIZATION 
BASE  CONSISTING  OF  FROM  TWO  TO  SIX  COMPANIES  FOR  A  PARTICULAR 
ORDNANCE  ITEM.   PEACE  TIME  PROCUREMENTS  HERE  COMPETED  WITHIN 
THAT  BASE  AND  AS  MANY  COMPANIES  AS  PRACTICABLE  HERE  AWARDED 
PRODUCTION  CONTRACTS,   IN  MOST  CASES  EACH  OF  THE  COMPANIES  IN 
THE  BASE  USED  THEIR  OWN  FUNDS  TO  BECOME  FACILITIZED.   LATELY, 
HOWEVER,  SINGLE  AWARDS  ARE  BEING  HADE,  AT  THE  LOWEST  OFFERED 
PRICES  AND  THE  OTHER  COMPANIES  IN  THE  BASE  ARE  FORCED  TO 
SHUT  DOWN  THEIR  LINES.   HOT  ONLY  IS  THE  WARM  BASE  CONCEPT 
DESTROYED,  EACH  OF  THE  LOSING  COMPANIES  MUST  REDUCE  THEIR 
WORKFORCE,  MUCH  OF  WHICH  THE  ARMY  HAS  IDENTIFIED  AS  CRITICAL 
SKILLS.   IN  MOST  CASES  THESE  SKILLS  ARE  LOST  TO  THE  COMPANY 
FOR  GOOD, 
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ALL  OP  THESE  SHORT  SIGHTED  DECISIONS  ARE  AT  THE  POSSIBLE 
EXPENSE  TO  THE  FREEDOM  OF  OUR  COUTNRY.   THE  REAL  CRIHE  OF  THIS 
SITUATION  IS  THAT  CICA  CONTAINS  PROVISIONS  AND  EXCEPTIONS 
EXPRESSLY  DESIGNED  TO  ALLOW  PROCUREMENTS  TO  BE  HADE  AT  HIGHER 
COSTS  IN  ORDER  TO  PROVIDE  FOR  INDUSTRIAL  PREPAREDNESS  AND 
MOBILIZATION  CAPABILITIES.   UTILIZATION  OF  THESE  PROVISIONS 
AND  EXCEPTIONS  WOULD  ALSO  HELP  TO  ACHIEVE  THE  RESULTS  EXPECTED 
FROM  THE  PASSAGE  OF  H.R.  466. 

TWO  YEARS  AGO.  I  WAS  ASKED  TO  GIVE  A  PAPER  ON  INDUSTRY'S 
PERSPECTIVE  ON  THE  CONDITION  OF  THE  MOBILIZATION  BASE.   I 
GAVE  THAT  PAPER  DURING  THE  ARMY'S  ANNUAL  AHMUNITIOH  EXECUTIVE 
SEMINAR  IN  ORLANDO,  FLORIDA.   ONE  OF  MY  CONCLUDING  REMARKS 
WAS  A  FORECAST  THAT  IF  THE  ARMY  CONTINUED  TO  USE  CICA  SOLELY 
FOR  THE  PURPOSE  OF  AWARDING  CONTRACTS  AT  THE  LOWEST  COST, 
IGNORING  THE  EXCEPTIONS  PROVIDED  TO  ESTABLISH  AND  MAINTAIN 
MOBILIZATION  BASES,  THAT  WITHIN  FIVE  YEARS  THEY  WILL  BE  PACED 
WITH  MORE  SOLE  SOURCE  PROCUREMENTS  THAN  EVER.   BY  THEN  THEY 
WILL  HAVE  FORCED  MANY  GOOD  COMPANIES  TO  ABANDON  DEFENSE  CON- 
TRACTING.  DURING  THESE  PAST  PEW  MONTHS,  I  HAVE  BEEN  SORELY 
TEMPTED  TO  DISTRIBUTE  COPIES  OF  THAT  PAPER,  WITH  THE  ADDED 
NOTE  'I  TOLD  YOU  SO".   IT  IS  COMING  TO  PASS. 

THE  DEPARTMENT  OF  DEFENSE  AND  THE  OTHER  DEPARTMENTS  OF  THE 
GOVERNMENT  ARE  AWARE  OF  THE  PRESENT  CONDITIONS  AND  IN  THE 
MAIN  KNOW  WHAT  MUST  BE  DONE  TO  CORRECT  THE  PROBLEMS.   I  HAVE 
SEEN  MANY  PAPERS  PREPARED  BY  GOVERNMENT  OFFICIALS  DESCRIBING 
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THE  PROBLEM,  RATHER  ACCURATELY,  AND  DEFINING  POLICY, 
BECOMKENDIHG  LAW  AND  REGULATIONS  DESIGNED,  AHD  IF  IHPLE- 
HENTED,  WOULD  ACCOMPLISH  SOME  OF  THE  GOALS  OF  H.R.  4B6. 
HOWEVER,  ONE  SELDOM  SEES  THESE  CORRECTIVE  ACTIONS  ACCOMPLISHED. 
AS  RECENTLY  AS  JULY  OP  LAST  YEAR,  THE  ARMY  MUNITIONS  COMMAND 
(AMC)  DEVELOPED  A  POLICY  STATEMENT  TITLED  'AMMUNITION  PRO- 
DUCTION BASE  MANAGEMENT  POLICIES'.   THE  STATEMENT  IS  FAR 
REACHING  AND  IP  IMPLEMENTED  WOULD  ALSO  ASSIST  IN  THE  ACHIEVE- 
MENT OF  THIS  COMMITTEE'S  GOALS.   I  AM  SORRY  TO  SAY,  THOUGH, 
THAT  THIS  OFFERED  POLICY  IS  BEING  RESISTED  IN  SOME  QUARTERS.  ' 

I  HAVE  STUDIES  THE  CONTENTS  OP  H.R.  486.  I  THOROUGHLY  AGREE 
WITH  TITLE  1  -  DEFENSE  INDUSTRIAL  BASE  RESTORATION.  I  WOULD 
ONLY  SUGGEST  ONE  OTHER  AREA  FOR  CONSIDERATION.  UNDER  TITLE  1 
OP  THE  BILL  PERHAPS,  UNDER  THE  "DESIGNATION  OF  CRITICAL  INDUSTRIES" 
SECTION,  AN  INDEMNIFICATION  PROVISION  BE  SET  FORTH.  WITH  THE 
DEPARTMENT  OF  DEFENSE'S  NEW  POLICY  ON  CONTRACTOR  SELF  FfiCILTI ZATION 
SOME  FORM  OF  PROTECTION  MUST  BE  AVAILABLE  IN  CASE  THE  PLANNED 
PR0CURQ4ENT  QUANTITIES  ABE  DRASTICALLY  REDUCED  OR  THE  FACILITIZED 

ABILITY  TO  ACHIEVE  THE  CALCULATED  RETURN  ON  IT'S  INVESTMENT. 

I  BELIEVE  IT  IS  A  SAFE  GUESS  WHEN  I  POSTULATE  THAT  THE  FIVE 
YEAR  PROVISION  IN  THE  BILL  TO  LIMIT  WEAPONS  PRODUCTION  TO 
DOMESTIC  SOURCES  WILL  DRAW  A  LOT  OF  ATTENTION  FROM  VARIOUS 
SOURCES . 


yGoogle 


ALTHOUGH  I  HAVE  REVIEMED  TITLE  2  -  'ECONOHIC  ADJUSTMENT' 
I  MUST  PROFESS  THAT  KY  BACKGROUND  DOES  HOT  ALLOW  HE  TO  HAKE 
INTELLIGENT  COHHEHTS  OR  TO  PROVIDE  ANY  FURTHER  RECOMMENDATIONS. 
AS  IT  SEE  IT  TITLE  2  PROVIDES  FOR  SOME  ECONOMIC  PROTECTION  TO 
THOSE  PEOPLE  WHO  HAVE  SPENT  MUCH  OF  THEIR  WORKING  LIFE  WITH 
A  DEFENSE  CONTRACTOR.   THEN  THROUGH  HO  FAULT  OF  THEIR  OWN  AND 
PROBABLY  DUE  TO  THE  VAGARIES  OF  DEFENSE  CONTRACTING,  FIND 
THEMSELVES  UNEMPLOYED,   I  UNDERSTAND  THAT  IT  ALSO  GIVES  ECONOMIC 
CONSIDERATION  TO  THOSE  COMMUNITIES  WHICH  COULD  SERIOUSLY  BE 
IMPACTED  BY  EVENTS  SUCH  AS  PLANT  OR  BASE  CLOSINGS. 

IN  CLOSING,  I  BELIEVE  THAT  THE  THRUST  OF  H.R.  486  WILL  BE  A 
SIGNIFICANT  FACTOR  IN  THE  RESTORATION  OF  THE  DEFENSE  INDUSTRIAL 
BASE.   I  WOULD  BE  LESS  THAN  FORTHRIGHT  IF  I  DIDN'T  ALSO  STATE 
THAT  I  BELIEVE  THERE  WILL  BE  A  SIGNIFICANT  LEVEL  OF  RESISTANCE 
TO  THIS  BILL. 

IF  THIS  BILL  PASSES  IN  THE  CONGRESS  I  ALSO  BELIEVE  ITS  IMPLE- 
MENTATION BY  THE  DEPARTHENT  OF  DEFENSE  WILL  BE  LESS  THAN  TIMELY. 
WHY?   BECAUSE  AS  I  HAVE  STATED  EARLIER  THERE  ARE  AND  HAVE  BEEN 
A  PROFUSION  OF  LAWS,  REGULATIONS  AND  POLICIES  DESIGNED  TO  PROVIDE 
FOR  THIS  NATION'S  INDUSTRIAL  PREPAREDNESS  AND  IT'S  MOBILIZATION 
CAPABILITIES.   IF,  OVER  THE  PAST  YEARS  THESE  PROVISIONS  HAD  BEEN 
ADHERED  TO,  THIS  COMMITTEE  WOULD  NOT  HAVE  FOUND  IT  NECESSARY  TO 
PREPARE  A  BILL  TO  RESTORE  THE  BASE  —  IT  WOULD  NOT  HAVE  DECLINED 
TO  ITS  PRESENT  LEVEL  OF  UNACCEPTABILITY. 
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THESE  LANS,  REGULATIONS  AND  POLICIES  WESE  IN  HANY  CASES 
ASKED  FOB  OR  DEVELOPED  BY  T»E  DEPABTHENT  OP  DEFENSE.   HBY 
THEN  HAVE  THEY  CHOSEN  TO  SET  THEH  ASIDE  OR  IGNORE  THEM  TO 
THE  DETRIMENT  OF  THAT  WHICH  THEY  HERB  DESIGNED  TO  ESTABLISH 
AND  TO  HAIHTAIM  ONCE  ESTABLISHED?   HITS  THIS  RECORD  OF 
PERFORMANCE  CAN  HE  REALLY  FEEL  COHPORTASLE  THAT  THE  PASSAGE 
OF  THIS  BILL  HILL  BE  ADHERED  TO  BY  THOSE  WHO  HAVE  ALLOHED 
THE  PRESENT  DECLINE  TO  OCCUR? 

THANK  YOU  FOR  THIS  OPPORTUNITY  TO  PRESENT  MY  VIEHS  ON 
THE  STATUS  OF  OUR  COUNTRY'S  INDUSTRIAL  BASE,  HY  OPINIONS 
ON  HHY  IT  HAS  DECLINED  AND  HHY  IT  CONTINUES  TO  DECLINE  AND 
TO  PRESENT  HY  VIEHS  ON  H.R.  486.   I  HILL  BE  HAPPY  1 
ANY  QUESTIONS  THE  COMMITTEE  MAY  HAVE.   THANK  YOU. 


PREPARED  AND  PRESENTED  BYi 
KENNETH  R.  BERNHARDT 
143  N.  SCHOOL  LANE 
LANCASTER,  PA   17S03 
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7b  stay  competitive,  stay  home. 


Manufacturing  Offehore 
Is  Bad  Business 
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will  clOK  in  dicsel-cnitine  puts  plant  in  Sphngtickl, 

plant  in  South  Caiolina  and  two  plinli  in  Eufope. 

Febnujy  1987:  Central  Mtnon  plans  to  phase  out 
the  pmduction  ol  A-body  can  in  d»  United  Siaiei 
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to  obtain  taw  materials.  Now  they  go  overseas  tobui 
01  make  products  and  comptxients  to  ship  back  to  thf 
Umted  States.  The  new  invealmeots  an  ooi  comple 
meniing  domestic  productioflj  they  are  replacing  it 


(end  souicing  from  ovefMi 
npeie  wiih  ineipeiulve.  t  _ 
y  »4y  that  moving  tu  cheap-labor 
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I  Companies  should  face 
manufacturing  at  home- like 
Kodak  and  BkKk  &  Decker. 
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doing  11  doesn't  make  ii  snurt.  Going  ot 
hardly  the  panacea  many  peofilc  think  it  is.  At  bai,  it 
il  juii  anaihEr  quick  Si.  In  tbeit  lush  CO  lave  modes 
maiugrrs  dIieu  lose  sight  of  the  high  peiialtiei  af 
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rs  Not  Ihe  Only  option 
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□t  iull  >  shoitsigbted  attack  on  laboi  costs 

heimings  dropped  31%  tram  the  year  befoti 

Dm  instant  photo^aphyt  the  company  de 

ed  on  in  aggressive  ind.multiliceted  pro 

ull-ouianemptiDCieaie  long-ienn  eompeii 
antage  by  addiessin£  ihebusmessasawhole 


plans  to  take:  reduce  overhead  by  trimmtng  empkoy- 
tnenl,  especially  in  middle  management,  revise  the 
wage  dividend  plUi  cut  operarmg  aihi  expense  bud- 
getSi  duninaie  mefhcieor  operations  and  marginal 
product  lines,  reorganize  iniemally,  increau  RSJ> 

hciency.  Tlie  effect  of  these  chiiige&  was  immediate: 
in  I9i6.  uiesgrew  by  f  %  to  SU.S  billion,  while  eam- 
itigi  horn  operations  climbed  14%  to  S  7M  million. 
Eammgs  per  share  were  53.52  in  198^  versus  only 
S1.10inI9B6. 

Bbck  &  Decker  is  another  case  in  poinl.  1<  reduced 
its  work  force  by  40%^  consohdared  operauom  to 

nwdemized  plaats,  intrt)duced  new  manufactuzlng 


^  apabilicies,  and 
movea  aggressively  into  the  lt>w  end  oi  the  protes- 
siofkal  power-tool  market.  The  results:  tor  hscal  year 
1986  the  company  reported  oei  earnings  ot  16.3 


id  19B7. 


■lEPSwi 


LitliKi  IndusTTies 
operations  tofi^t  I       , 
jvens.  The  company  his  redesigoed  its 
impmved  the  quahty  of  its  pmducts,  cm 
bor  costs,  and  introthjced  new  oiodds. 

ttay  compcutive.  In  19B5,  CM  had  more  than  4,000 


and  the  in 


nating  the  welding  of  sei 


ininufacturing  plants  in  the  United  Stii 
;isely  the  tune  when  many  Amencin  com 
:liitiiing  It  it  impossible  ioi  them  to  my ! 
be  competitive.  Eveiy  ttuioi  Japanese  autoi 
in  assembly  plant  m  the  Stales.  By  one  co 
lie  more  than  600  lapanese  plants  ope 


plant  in  Flat  Rock.  Michigan  i 
electronics  companies  ire  a 
Umted  States.  Fujitsu,  Hitic 
Tbshiba-ill  hive  issembly  or 


I  tfthe  Japanese  can 

manufacture  in  tt>e  United 
I  States,  so  con  Ameiioans. 


fhe  Tapioese  ue  iovestmg  in  the  Umted  States  fo 
It  furthei  tilde  icstiictions  by  aeiimg  ]obs  io 


reason  Japanese  tactorieg  an 
are  auuesshil  because  of  tl 
Diques.  Studies  have  shown 


1.  They  also  1 
IS  arc  not  the  chief 
pelitive.  The  planlt 
isnutactunng  tech- 
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Ths  Rocs  to  Monufdchn  Offshore 


(Dol,  aubcoibpici  ma,  lad  otber  lodiutiid  are  1974,  idiik  70,000  wodien  wen  tntpkrfti  tai  4S0 

powint  ihtii  namufacnirini  pymtioM  ibnaJ.  plmoBluiiflditMcxiunlncdBundaAciii-baii^ 

Hkeevidenceital]  trouodiH.AhbovihiKiODem  or  nugoflddcin,  pnipim.  Br  k986i  tbc  fipjRt  hod 

Dunuficiuniii-bc  It  KcUngnp  pUnu  ibiodd.  value  Added  l^tbcKplsiu  pew  faom  1300  mUlida 

punbuliif  Erom  •  foRiiD  nbitdiarr  oc  loinl  tcd-  is  mm  thin  tL3  bilHoa  in  ihOK  11  jaa.  AaBl- 


Ofttlioit  impoiB  io«  coBiiniuJIv  from  I9S3  mil- 


T>>eGniw1hol806oiKl807lnipon» 


faavc  been  in  Europt,  Itpu^  j^^ 


4,1«7.1         ^0 ».4 


Sisssws: 
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ofy  UuWcH 

pntAact  imps,  h^  quality,  n 

■KK  «>«p9J  ••  the  co«  imi  ifiulity  leaden  in  (be 
mduatry  Now,  using  the  ume  techniquoH  the  Jipi- 
neK  ate  oulpcrformiaB  domeslic  nvali  od  their 

'Hw  ability  ei  the  J^iancM 
United  Sun  u 

[d  paruculai,  if  the  ]a\ 

United  Sum  aid  >tijl  be  compet; 


o  offshore  manufaclunng.  Oversea! 
he  lapaneie  semiconductor  indusli 
lis  amounted  to  leas  ihan  4%  of  toi 


idbyuiingilr.ible 


I  Lowering  woges  helps 
a  little-but  laboi  is  only  15% 
of  total  costs. 


liaciuicrs  like  RCA. 
i,  and  reduced  com- 


vey  Mated  Aai  ibey  would  coiie  wUli  the  met  )*)> 
by  ibiftiHi  tkair  eaapkaaia  »  domeslic  narkeu. 
They  planned  to  do  so  by  iqigradia|  tbeii  pioducts, 
incoipoisting  greater  value  added,  and  mimminng 
COSH.  Moie  impoitsnt,  73%  of  the  companies  sur- 
veyed reported  that  they  will  not  resort  to  more  out- 
side contracting,  and  77%  leponed  that  they  do  not 
plan  to  cut  wages.  The  19%  that  planned  lo  shift 
»ome  produciioo  oveiieas  weie  doiiig  jo  to  supply 
eiport  markets,  not  the  fapmese  maiket.  Nearly 
tbree-fDiutha  of  the  companies  eipecied  to  leplace  or 
had  abeady  leplaced  oui&ide  subcon  tracttngwithin- 
temsl  production-  This  behavior  is  in  sharp  contrast 
to  that  of  American  companies  in  the  eaily  1980s 


The  Bush  Is  Full  ot  Thorns 


lunng  IS  noi, 


iidve  siege. 


Managers  should  know  that  offshore  manufaciujiDg 
ifi  not  all  loses  and  labor  savings.  Before  they  make 
the  move,  ibey  should  have  a  fuller  picture  of  where 
they're  headed.  They  should  know  that  there  are 
)gooffshorc. 


es  and  tariffs,  and  do 


its  price.  In  i9S4,  some  big  U.S.  leuilen  wen  stuck 
with  huge  inventories  of  imported  goods  tliey  had 
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nimer  spending  V 
nicLy  ukc  tfaciD 


when  ■"■^■"E  the  ofi- 
According  ID  a  Burvey 
led  by  the  NaufHuJ  Tbolingind  Macfain- 
tooL  uid  die  nuken  rou- 


or  shipping  i%  for  aildiuoDjl  paperwork 


Irom  eiqiloiling  economiej  of  Kale  al  home  ai  well 

uiacturing  are  link 

u  abnud.  The  implicalunu  can  be  eipecully  grave 

during  a  receMion,  Going  offihore  can  also  cauie 

|«r™odesi^1r 

underutiliialion  of  enisling  manutaclunng  capac- 

it won't  get  the  fee 

ity  and,  ulliRialcly.  plant  closings  and  layoffs. 

ing  oflsbore  along 

Siaies  may  lost  valuable  cusnimeis.  who  may  switch 

lo  oiher  U.S. -based  suppliers,  Italian  ch.p  maker 

nies  thai  opened  a  factory  in  the  United  Slates  (o  be 

Managers'  preoccupanun  wi 
atleniion  Irom  the  other  85%  of  the  cost  si 
Oppomioitics  to  save  money  in  admuiiaira 


iodustry  has  split  ini 
modity  and  SCMlcuat 

side  of  the  buiineu  goei  offahoie  in  icaich  of  lower 
tvages.  Aa  loDg  as  the  design  and  R&D  talent  retnaim 
in  the  Umied  States, »  will  the  value  adifed.  Ocbe> 
adopted  thia  argument  aa  well:  M 


as  the  ■ 

rd  technologK  and  ex 


not  design  in  a  vacuum.  It 
LOlogiesifithasno  chance  a 
ds  the  profits  from  i 


RETOOL  ILLINOIS 


weial  others.  BFIDOL 


-  RETOOL  ILLINOtS. 


Illinois  Capital  Croup,  Ti 
Ulioais  »brld  Drade  Ceni 
321  North  Clark  St. 
Chicago,  lUinoia  £0610 
312J3Zl-a550 
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MANUTACniUNC 


TV  induscryi  ifubiLity  ta  design  and  develop 
me  oew  geneuboo  oi  TV  producu-the  videocAA- 
aetie  recor4a&  md  camcDrdera- 1»  the  perfEci  exam- 
pl(.  The  U.S.  televisioD  indusny  began  asscmblmg 
black  and  while  seu  ovcncas  m  Che  laie  1960s.  As- 
sembly of  color  TVs  soon  iallowed  black  and  white, 
and  manufacimini;  follDwed  assembly.  By  19S7,  not 
one  U.S.  company  was  pioducing  black  and  white 
TVs  dnniESiically,  and  only  two-Zeniib  and  Cur- 
tis Mathes- were  making  color  TVs.  Many  people 
conlend  thai  ibe  move  oHshore  dispossessed  U.S. 


jcior  technology.  Because  they  are 
iuclriheyserveasalestmg  ground 


luileis.  As  . 


Meanwhile,  colIahDiaiois  become  compi 

the  offshore  manuiactuiei  must  budd  his  o^t\ 
or  technology  capahihly,  and  very  quickly  th 
IS  over.  He  has  the  capability  and  the  market 
sider  Taiwan's  Sunnse  Plywood  and  FumiH 

Calilomia^  Mission  Fumiiure.  ]I  rehed  on  M 

able  ID  American  castes.  Now  the  Uiwanes 

directly  totbeUoited  Stales  through  irs  own  r 
ing  subsidiary 


games  and  pocket  calculator  for  muldnacionaU,  is 
now  pushing  its  own  proprietary  line  of  electmnic 
medical  insDuments.  And  Daewoo,  while  still  a  sub- 
connacior  to  U.S.  compimes,  now  tells  its  own  pet- 

The  danger  that  collaborition  will  give  way  to 
competition  is  immediate  and  ical.  As  the  newly  in- 
dustnahzmg  coimniea  of  Asia  lose  their  advantage  as 
low-wage  producers  to  places  like  China  and  Thai- 
land,  they  ate  increasingly  anxious  to  develop  their 
own  (echnulagy-intensive  industries  and  matkeiiiig 


foreign  plani 


whole  te 


dcielDped." 
Many  offei  U.S.  manuficiureis  innsniives  to  bii 
beii  technology  with  them  Taiwan  offers  R&D 
ilities  plus  attractive  loan  packages-  Malaysia  b 


St  their 


IRrst  you  build  an  offshore  plant, 
then  you  give  away  youf 
technology-then  you're  out 
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I  maigini.  Indttd,  ihe  iggtejaie  figuiei  ior 
fs  rciurn  on  »lcs  ihow  ,  nuiVed  drop  be- 
tw«nl»H4andl9&6:fidiii2J%  to-6J%. 

Reducing  odshotc  actKidawhenlhedolluweak- 
eiu  ig  not  i  rraliatic  oplion.  M«t  of  the  ofishort  in- 
votzocnu  arc  irrevmibk  capital  exp«ndimres,  and 
ihcy  arc  hold  id  liquidate.  Bui  even  puichaauig  ai- 
rangcmcnia  are  hard  lo  change  ovcmighL  And  ii^ 

eiga  luppliei  when  ycu  know  that  the  dallai  may 
SDcngihen  lo  (  year  or  tvio. 

Maieovc^  hncign  waga  inevitably  lisc-  As  woili- 
as  leam  and  become  more  pioductive,  ibey  com- 


ry  Tunc,  and  Ocioticr  In  Taj- 
catmngs  in  manuiaciunng 
year  period,  fiom  1.919 

ltd 
asing  Jow  wages  from  one  coun- 

I  ibc  (hreat  of  pmieciionism  al- 
ts ate  always  nsking  a  loughtn- 
iiions.  When  a  coiintty^  trade 

liwan^  S  15.7  billion  surplus  in 
heightened  piestures  in  the 

UoAmencibyU.S.companiei, 
lan'i  biggeii  eipoiietl.  IBM, 
I  Mattel.  Such  liade  teilhclions 

ment  iiom  (he  U.S.  adminisintion.  Taiwan  e>en- 


sm  run.  U.S.  retadera  and  clothing  m 
;x  ol  merchandise  is  found,  ibe  U.S.  govi 


:  trapped.  Once 


imnx 


the  boat  govemme 

meni  id  transfet  more  advanced  tedmoloflie*  ( 

support  local  spln-ott  industhcs. ' 

Dulogy  iraoalBi,  and  i 

eventually  lead  to  independent  productiaci  cqubili- 


ICXerseoscostodvantoges 
are  fleeting  wages  rise,  and 
the  dollar  weakens. 


ties.  The  company  ia  ohtn  t 

m  that  counttj  it  has  nc  choice  nut  to  accede 

Meuco  IS  a  caie  in  pouit.  In  early  1985,  it  reiectsd 
IBM^  plan  lo  build  a  plant  ibeie  to  pr»bice  miciD- 
compvienBuIwhenlBM  agreed  to  incicue  it>  plam 

pates  buih  in  Mexico,  and  to  expon  92%  of  its  pro- 
duction, the  government  rcvcned  itself.  In  the  aum 
Indusirv,  Mexico  has  a  60%  domestic  content  re- 
quiremcni  lot  cars  produced  for  the  domeaoc  market 


luity  poaiticnj.  When  in  1977  the  go 
d  IBM  to  dilute  Its  equity  to  7t-H 
tD  40%,  both  companiea  decided  to 
r  than  comply  Coca-Cola  didn't  wi 
,  syrup  formula,  and  IBM  didn't  wa 
I  ol  Its  marketing  operations.  [ndiA  i 
ro  compaiues:  Burrou^  and  ICL  an 


u  taken 


insohdr 

}ke^  market.  Bui  IBM 

i(  home.  When  compa- 


ss hkely  lo  cooperate  on  other  froaa.  Tlieii  d 
faction  IS  particularly  impoTIanl  becauai 
nnpaniea  need  their  help  if  they  a 


U.S. 


:  Owen  Bicber  pin  le 
m  a  1986  ^jeich,  "If  we  can't  get  luppon  from  the 
main  pbyers  in  the  mduatry  on  our  public  poUej 
agenda,  the  questkm  nugjit  be  atked  why  m  tbould 
continue  to  wotk  with  them  on  tftepfoductivityiidc.'' 
Labor  disaansfacpoo  can  also  be  eipenaive.  En  No- 
vemlier  1986,  ihe  UAW  nnick  CM%  Ddco  Elecano' 
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..CM 

cuKcled  ihe  pluu.llic  Niiioiul  Aoocinica  oi  Mi- 
chinmt  ind  Aan^ace  Warken  hM  ptofiOMdi  "Rc- 

Knpania  to  contribute  1%  of  ihciIuptcAtilo  a 
lod  used  to  create  new  iiuhutriei  lo  replace  tho« 
111  leave  the  countty.  Similiily,  the  TUmaicri 
□ion  bat  proposed  i  plan  that  would  tequiie  U.S. 
Rupanja  miiuag  produca  Abroad  foi  import  buck 
I  tht  Stales  (0  pay  iheii  foreigo  wmken  it  leut 
the  going  U.S.  wigE  01  faifeit  the  privilege  of  ic«M  to 
the  U.S.  markelplacc.  American  compaoio  paying 
leu  than  the  pnviiling  U.S.  bouily  compenulioo 
vrouM  have  to  put  ibe  difference  uilo  a  hind  lor  re- 
□g  U.S.  workoi- 


ICIottiing  importefs  have  been 
islond-hopping  acrcss 
^a-forced  to  move  each 
time  wages  rise. 


of  planT  closingi  or  i 
triiningof  then  laid 

Offthoie  aunufacttDing  has  anoihi 
ical  tignificancer  companiEs  thai  mi 
collecuvely  five  yean  ago  may  hecc 


generadng.  The  (ov- 
ipunsibihiy  to 


n  of  64K  DRAM  ddia.  TlK 


likel 

pui.  Tbt  uaociitiDB^  oSidal  policy  ia  u  Impnne 

mcmberaccH  to  the  l^ianeM  market. 

TTie  auio  industry  i<  inothet  divided  indusoy  CM, 
the  industry'!  leader  in  forglni  intemaiiciiul  aUi- 
inces,  haa  vigorously  opposed  prtttectiomsm-  Foid 
■nd  Cbryaler,  tm  the  otbei  hand,  bive  repeatedly 
impoftt.  SlmilBriK 


■he"CnftBl 
thai  the  textile  in- 
.  Whyibould 
20%  of  their  brand-name  producia  are 


Lb  Pride  in  USA: 


K.  indeed,  there  an 


for,  not  the  least  o4  vri 


Companies  must  recognize  that  <rfbh«e  manutac' 

ben,  11  is  merely  a  ihon-ierDi  tactical  mve  that  buys 

health  at  boue.  Urdess  ihey  hmk  away  from  oM  ■»■ 
diDDns  and  look  at  iheu  business  as  a  total  packate. 
Ajoericao  coDipinKs  canoot  expect  to  become  wold 
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ADDENDUM  TO  MR,  COFFEY'S  TESTIMONY 

COMMITTEE  OH  FIKASCE 

U.  S.  SENATE 

Hay  10,  1989 

P«raD«ctlTO  of  Europa 

Many  Europeans  believ«  that  the  post-World  War  II 
economic  order  has  changed  Cundanientally  to  favor  then.   They 
see  a  world  In  which  economic  and  even  political  power  is 
being  shared  on  a  trilateral  basis  among  the  United  States, 
Japan  and  Europe.   They  believe  that  "The  global  economic 
order  now  in  process  naices  obsolete  the  undisputed  economic 
and  political  leadership  provided  by  the  United  States  in  the 
decades  after  the  war."  Europeans  appear  to  resent  statements 
by  American  presidents  and  political  leaders  that  we  are  now 
actively  designing  strategies  to  maintain  and  guarantee  our 
economic  superiority  into  the  21st  century.   (See,  for 
example  "Europe  in  the  World  Economy:  1988  Stuttgart  Confer- 
ence" by  Alfred  Herrhausen,  Executive  Board  Speaker  of 
Deutsche  Bank,  and  Lothar  Spath,  a  German  state  governor,  in 
the  HcKinsey  Quarterly,  Winter  1989.) 

This  attitude  lies  behind  the  fierce  competition  from 
Europe  that  American  small  businesses  face.   It  is  an  atti- 
tude that  gives  rise  to  massive  European  subsidies  for 
business  and  to  restrictive,  quasi-protectionist  policies  of 
Europe  including  their  infamous  offset  policies,  which  I  will 
apeak  more  about  later. 
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Europaans  also  v«ry  auch  look  forward  to  th«  graatsr 
trade  bargaining  clout  they  anticipate  having  with  the  advent 
of  Europ«  1992.   I  fear  this  clout.   I  believe  that  Europe 
nay  expand  the  request  for  offset  or  trade  reciprocity 
required  of  U.S.  conpanisB  seeking  to  sell  into  the  European 
narket.   in  other  words,  the  large  offsets  imposed  by  the 
European  countries  for  nilitary  sales  Hay  be  imposed  on 
smaller  sales,  gradually  affecting  more  and  more  U.S.  com- 
panies, including  menbers  of  our  own  Association. 
The  Problem  of  OftsatB 

This ' issue  has  been  we 11 -documented  in  Winning  the 
Countertrade  War."  Hew  Export  Strategies  for  America  (John 
Wiley  i   Sons,  New  York,  1989,  a  recent  book  written  by  Matt 
Schaffer) .  A  brief  statement  is  needed  about  this  issue 
because  offset  is  a  troubling  index  of  the  forces  we  now  face 
as  a  country  for  doing  business  in  Europe.  Every  country  in 
Europe  has  an  offset  policy  yet  America  does  not  have  such  a 

The  practice  of  demanding  offset  or  mandated  reciprocity 
from  U.S.  companies  began  with  the  F-16  sals  to  a  consortium 
of  NATO  countries  in  1975  and  with  the  Swiss  purchase  of 
Northrop's  F-5  In  the  same  year.  Offset  in  the  first  case 
for  the  F-ie  included  mainly  a  co-production  agreement,  where 
a  certain  percent  of  the  planes  had  to  be  constructed  in 
Europe  (the  Netherlands)  as  part  of  General  Dynamics'  price 
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for  making  the  sale.   Korthrop  had  to  CMOiit  to  export  a 
value  of  products  from  Switzerland  equivalent  to  30%  of  the 
$400  nilllon  contract.   The  U.S.  conpanlea  had  little  choice 
but  to  comply  vith  the  European  offset  request  or  lose  the 
sale.   This  type  of  policy  has  now  spread  to  certain  other 
sectors  outside  the  area  of  defense,  such  as  teleconimuni ca- 
tions, and  to  countries  in  Europe  such  as  Spain  which  had  no 
offset  policy  before  1980.   Other  notable  exosples  of  offset 
included  Raytheon's  sale  of  the  Patriot  Missile  to  West 
Germany  in  1984  and  Boeing's  sale  of  the  airborne  radar  plane 
AHACS  to  Great  Britain  and  France.   (Japan  has  been  sinilarly 
successful  in  extracting  offset  agreements  from  U.S.  com- 
panies, such  as  in  the  recent  FSX  case  where  technology 
transfer  and  co-production  agreements  were  necessary  in  order 
to  win  the  sale.) 

In  my  view,  U.S.  companies  have  been  valiant  and  cre- 
ative in  meeting  these  offset  requests  and  should  be  left 
alone  by  the  U.S.  government  to  sake  their  best  offer.   FroM 
Anerica'a  jpoint  of  view,  having  some  sale  built  In  this 
country  is  better  than  having  no  sale  at  all.   U.S.  companies 
should  expect  to  joint  venture  with  co-production  agreements 
more  frequently  in  today's  world.   It  is  a  fact  of  life  that 
can  also  grant  access  to  new  markets  and  to  financing,  as 
when  successfully  concluded  by  Boeing  in  the  sale  of  the  767 
sale  to  Japan's  commercial  fleets  after  co-production  and 
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co-financing  agreeii«nts  w«re  concluded  allowing  sone  6%  of 
the  plane  to  b«  built  in  Japan. 

However,  U.S.  coiapantes  should  not  be  at  the  c<^lete 
nercy  of  foreign  governnents  set  on  extracting  (extracting  is 
a  polite  word]  every  ounce  of  economic  advantage  out  of  sale, 
as  If  the  goal  of  every  European  country,  or  Japan,  is  to  be 
certain  that  all  or  most  of  the  product  Is  produced  in  the 
purchasing  country  and  all  or  most  of  the  key  technology  to 
make  the  product  la  transferred  out  of  the  United  States  as 
well. 

The  offset  policies  of  Europe  have  now  been  imitated  by 
a  number  of  U.S.  allies  and  trading  partners.  Including 
Israel  and  Saudi  Arabia  in  the  Middle  East  and  several 
countries  in  Latin  America  and  Asia  including  Japan,  The 
People's  Republic  of  China,  South  Korea  and  Indonesia. 

Why  is  this  a  problem  for  the  United  States,  and  what  Is 
to  be  done?  In  particular,  why  is  offset  a  problem  for  small 
business  in  this  country? 
The  Effect  of  Offset  on  Small  Business 

Prime  contractors  understandably  seek  help  from  their 
sub- contractors  in  coming  up  with  ways  to  comply  with  a 
European  offset  request.   There  are  numerous  examples  when 
sub-contractors  have  risen  to  the  occasion  by  transferring 
technology  overseas  or  by  purchasing  components  from  over- 
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Bsas,  all  In  ord«r  to  help  the  prlue  contractor  win  tb«  salft. 
General  DynsMics'  partnering  with  ita  aub-contractora  auc- 
caaafully  in  this  way  haa  helped  It  to  win  a  nunbar  of  hotly 
contested  salea.   Caterpiller,  another  large  U.S.  aicporter, 
sinilarly  haa  an  ingenious  "materiala  managaaant  progran" 
designed  to  help  the  conpany'a  auppliera  aourca  or  purchaae 
their  own  conponents  from  overaeaa  countriaa  auch  as  China 
where  Caterpillar  needa  the  countertrade  credit  in  order  to 
win  aalaa  into  that  country.   (Countertrada  cradlt  ia  like 
offaet.   You  can  win  a  sale  Into  a  country  only  If  you  can 
demonatrate  that  you  have  generated  exports  or  the  equivalent 
from  that  country.) 

The  bottom  line  is  that  considerable  praasura  ia  put  on 
the  smaller  company  to  transfer  technology  or  to  purchaae 
componenta  from  overseas.  These  actions  by  smaller  coiq>anies 
are  often  In  their  best  interest.  However,  in  one  caaa, 
Henaaco  Texaa,  a  subsidiary  of  Colt  Industries  and  a  supplier 
of  landing  gear  to  General  Dynamics,  was  obliged  to  tranafer 
technology  to  a  Dutch  company  called  DAF  aa  part  of  the  F-16 
sale  to  NATO.   (See  Eileen  White,  The  Hall  street  Journal, 
September  10,  1987,  pp  1  and  IS.) 

However,  let  me  be  very  clear.  The  praaaure  generated 
by  offset  on  U.S.  companies,  whether  large  or  small,  to 
purchase  componenta  from  foreign  countriea  and  to  manufacture 
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in  foreign  factories  is  definitely  not  good  for  the  U.S. 
trade  deficit. 

There  is  a  further,  perhaps  even  more  difficult  problea 
caused  by  offset  for  the  smaller  manufacturer  here  in  the 
United  States. 

Offset  and  the  whole  pervasive  set  of  policies  the 
concept  has  spawned  overseas  puts  enormous  pressure  on  the 
largest  U.S.  companies  to  purchase  components  fron  overseas 
and  to  locate  their  factories  overseas.   Some  business  Is 
definitely  taken  away  from  small  business  in  the  process. 
True,  some  new  sales  may  go  to  the  smaller  U.S.  company  as 
prime  contractors  are  successful,  but  the  pressures  of  each 
transaction  are  all  in  the  opposite  direction,  to  direct  the 
flow  of  purchasing  out  of  the  United  States. 
What  Is  To  Be  Done? 

Offset  works  with  awesome  effectiveness.   That  is  why 
countries  ask  tor  it.   Few  companies  large  or  snail  have  the 
power  to  resist  complying  as  fully  as  possible.   The  threat 
of  losing  the  sale  looms  very  large.  After  winning  a  con- 
tract, the  company  continues  to  be  under  pressure  to  comply. 
Otherwise,  penalties  in  the  offset  will  take  effect,  or 
worse,  the  non-complying  company  will  lose  future  business  in 
that  country.   Complying  well  can  build  a  marvelous  reputa- 
tion for  a  U.S.  manufacturer  in  a  country,  as  happened  in  the 
case  of  General  Dynamics  in  Turkey. 
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Prassure  la  claarly  needed  on  our  trsding  i^rtners  to 
curb  their  growing  sppatlte  for  offsets.  The  offs*t  values 
that  were  30%  of  contrect  valua  only  thraa  yaara  ago  are  now 
130t  of  contract  valua  in  sane  cases,  and  the  percentage  is 
clinbing. 

Since  offset  harnesses  purchasing  clout  so  effectively, 
how  doas  the  United  States  generate  preaaura?  Zn  diacussions 
through  the  GATT  (General  Agreement  on  Tariffs  and  Trade) , 
European  countriea  have  not  been  receptive  to  U.S.  attempts 
to  negotiate  curba  on  offset.  He  have  little  bargaining 
leverage  without  some  offset  policy  of  our  own.  The  Europe- 
ana  do  not  take  us  seriously. 
nn«in-i.  for  the  Dntted  States  Conoreas 

I  believe  that  congress  needs  to  begin  thinking  about 
how  to  enact  an  offset  policy  for  this  country.   Such  a 
policy  could  accomplish  two  important  objectives; 

1)  Create  bargaining  leverage  to  use  In  reducing  our 
allies'  demands  for  offset.   In  this  scenario  American 
offset  policy  becomes  a  bargaining  chip. 

2)  Offset  by-passes  government  policy  of  the  targeted 
marlcet  and  applies  pressure  initially  on  the  conpany 
wishing  to  sake  the  sale. 
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To  understand  this  lattsr  point,  con>id«T  th«  following 
line  of  argunant.   France  and  Britain  know  the  Unitad  States 
government  nay  not  be  happy  if  a  130%  offsat  is  applied  on 
Boeing  in  order  for  that  Important  U.S.  company  to  naka  a 
valuable  AWACS  aale.   yet  Britain  and  France  proceed  anyway, 
applying  the  policy  not  on  our  govemmant,  but  directly  on 
the  U.S.  conpany.   Congress  holds  hearings.   Tha  White  House 
might  like  to  say  something  (following  the  wishes  of  tha 
Commerce  Department)  but  does  not.   Boeing  wants  tha  sale. 
The  two  countries  say  domestic  pressure  over  the  huge  cost 
requires  tha  offset  to  justify  an  expenditure  of  foreign 
exchange  on  such  a  large  scale. 

Japan  similarly  uses  the  offset  concept  to  insist  that 
General  Dynamics  transfer  technology  in  the  FSX  sale  and 
co-produce  a  major  portion  of  soma  60t  in  Japan.  He  have 
little  direct  bargaining  leverage,  so  General  Dynamics  makes 
its  best  deal  and  the  United  States  does  what  it  can  to 
safeguard  some  technology  and  production  hare  in  this  coun- 
try. 

Ha  must  understand  that  we  have  very  littla  bargaining 
leverage  in  these  situations.   It  is  natural.   It  is  struc- 
tural.  In  a  large  purchase,  the  bargaining  clout  remains 
with  tha  buyer  and  not  the  seller. 

He  need  an  Anerican  offset  policy  to  harness  U.S. 
purchasing  clout! 
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Building  a  U.S.  Offset  PoUcy 

It  !■  •■■•ntial  £or  U.S.  offset  policy  to  b«  dizwct«d  at 
foreign  countries  with  si*il«r  policies  already  in  place 
(Europe,  Japan,  Canada  and  Australia),  and  not  at  U.S. 
conpanles  struggling  mightily  to  win  export  sales.   In  this 
treacherous  offset  envlroraient,  the  U.S.  companies  must 
always  be  tree  to  make  their  best  deal. 

The  above  countries  have  been  most  effective  in  applying 
offset  in  cases  Miere  the  purchases  are  made  on  a  govemxant 
basis.   Even  though  U.S.  government  purchases  fron  overseas 
are  relatively  ssall  by  comparison  with  Europe,  we  could 
consider  taking  the  first  step  by  requiring  offset  on  thsse 
purchases.   Despite  a  buy-Anerica  policy,  the  Pentagon  Might 
consider  requiring  offset  of  European  companies  seeking  to 
gain  entry  to  that  lucrative  market. 

However,  even  If  offsets  are  applied  on  all  U.S.  pur- 
chaaes  from  overseas,  the  effect  would  be  niniaal  on  our 
trade  deficit.  Applying  offsets  on  large  foreign  importers 
into  the  United  States  such  as  European  and  Japanese  car 
nanufacturers,  would  get  attention  very  quickly. 
Conceptually,  we  would  be  doing  unto  others  as  they  now  do  to 
us  in  the  area  of  their  government  purchases.   Actually,  many 
Japanese  and  European  companies,  especially  trading  com- 
panies, are  already  large  -v.:porters  froa  the  United  States. 
The  Japanese  trading  companies  already  are  among  the  vary 
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largest  axporters  from  the  United  States,  exporting  nore  from 
this  country  than  thousands  of  other  U.S.  nanuf acturera . 
Many  European  and  Japanese  importers  into  this  country  are 
already  thus  we 11 -positioned  to  export  even  more  from  the 
United  States. 

A  U.S.  offset  policy  would  say; 

1)  Yes,  we  believe  in  free  trade. 

2)  Rather  than  applying  more  trade  barriers  with  addition- 
al tariffs  and  quotas,  we  believe  that  large  iinporters 
into  the  United  States  bear  a  special  responsibility  to 
export  more  from  this  country. 

3)  Imports  into  the  United  states  above  certain  levels 
would  be  allowed  only  if  the  importer  achieved  an  estab- 
lished export  level.   (Hany  Third  World  countries  now 
insist  that  a  sale  into  a  country  be  balanced  exactly  with 
an  export.   European  countries  appear  to  say  the  sane 
thing  when  their  offset  percentage  rises  to  loot.) 

since  the  United  States  has  failed  to  enlist  much 
cooperation  from  its  trading  partners  in  dealing  with  the 
deficit,  perhaps  it  is  now  time  to  gain  the  help  and  support 
of  foreign  companies.   Perhaps  they  should  have  been  the 
target  of  our  trade  balancing  efforts  all  along,  since  in 
many  cases  foreign  governments  have  little  power  over  them 
anyway. 
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Th«  axportB  gmierated  from  my  B«Mb«r  coapanies  through 
such  a  policy  would  be  b«ne£icial  to  those  conpanias  and  to 
the  resolution  of  Anerica's  trade  deficit. 

An  offset  policy  nay  be  Interventionist  (actually 
counter- intarvantion 1st  since  Europe  adopted  widespread 
offset  policies  first),  but  at  least,  Hr.  Oiainun,  it  would 
foster  Bore  trade  rather  than  less  trade.   And  the  policy 
would  be  integrative  rather  than  restrictive  in  the  sense  of 
erecting  walls  and  barriers.   European  coapanies  would  be 
obliged  to  look  at  Anerlcan  products  nora  seriously,  includ- 
ing those  Bade  by  tool  and  die  conpanles  and  by  thousands  of 
other  U.S.  companies. 
Developing  Emort  Mar)cets  for  Saall  Comaniea 

The  creation  of  an  offset  policy  is  basically  an 
exercise  in  international  marketing.   Another  approach  could 
be  equally  helpful,   small  companies  especially  in  this 
country  are  hampered  by  the  absence  of  sophisticated  interna- 
tional aarketing  staffs.   The  sort  of  hands-otf  orientation 
programs  by  the  Commerce  Department  are  too  passive  probably 
to  be  very  helpful. 

'What  this  country  needs  is  a  good  export  trading  o<Mpa- 
nyl  Z  mean  not  an  import  company  that  brings  products  into 
the  United  states,  but  an  export  trading  co^any  that  devel- 
ops markets  overseas. 
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Small  conpanlM  need  thiff  servica  In  America  even  more 
than  large  companies. 

The  trading  company  would  not  only  develop  markets  for 
email  coapanies  but  would  handle  vAiataver  ehipplng,  doouaan- 
tation  and  financing  waa  necessary  after  the  sale  was  made. 
Who  Icnows  why  such  trading  companies  never  developed  In  the 
United  States  to  the  extant  possible  in  Europe  and  Japan. 
However,  many  powerful  export  trading  companies  do  exist  in 
those  countries.  In  competitive  bids  thsy  sometimes  favor 
their  own  national  exporter  rather  than  a  competing  bidder 
from  the  United  States. 

When  Hestinghouse  recently  sold  an  air  defense  radar 
system  to  the  Kingdom  of  Jordan  for  SlOO  million,  the  Ameri- 
can defense  contractor  relied  on  Mitsubishi  Trading  Coiq^ny 
of  Japan  to  trade  the  phosphate  which  Jordan  offered  in  order 
to  pay  for  the  sale.  Without  Mitsubishi's  trading  network, 
the  phosphate  might  never  have  been  sold  by  Nestinghouse  in 
sufficient  quantities  to  allow  the  sal*  to  go  forward.   In 
fact,  Mitsubishi  traded  804  of  the  phosphate  within  the  first 
six  months  of  the  transaction. 

What  would  have  happened  if  a  Japanese  coqtany  bad  been 
competing  with  Nestinghouse  for  this  valuable  sale?  Almost 
certainly  Hiteubishi  would  have  had  a  hard  time  working  for 
Nestinghouse,  even  though  a  partnership  relationship  existed. 
Kational  loyalties  might  have  prevailed. 
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Hhile  there  are  numerous  examples  of  where  U.S.  com- 
panies  have  won  aalea  by  putting  together  the  best 
countertrade  transaction,  there  are  also  many  eicamplea  where 
sales  have  been  lost  without  the  presence  of  an  American 
trading  company  to  help  facilitate  the  sale. 

I  must  quickly  add  that  in  a  sale  like  the  one  Hesting- 
house  made  to  Jordan,  hundreds  of  small  company  subcontrac- 
tors in  the  United  States  benefitted. 

This  is  how  a  trading  conpany  might  have  benefitted  both 
large  and  small  manufacturers  in  the  D.S. 

If  the  private  sector  has  been  Incapable  of  creating  and 
BUBtaining  a  general  trading  company  In  this  country,  then  Z 
believe  that  our  American  government  ought  to  start  one  for 
the  benefit  of  companies  here  and  to  carry  out  other  vital 
national  objectives.  Why  not  barter  American  wheat  and 
commodities  for  valuable  Third  World  products,  rather  than 
have  wheat  stored  in  bins  or  rotting  on  docks.  Hhy  not  use  a 
trading  company  to  develop  more  trading  with  Eastern  Europe, 
the  USSR,  The  People's  Republic  of  China,  India  and  other 
countries  where  currency  conversion  problems  and  the  absence 
of  hard  currency  (i.e.  dollars,  yen,  etc.)  makes  trading 
difficult  1 
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Exports  projact  Aaarican  influence  into  tha  vorld. 
Wealth  allows  us  to  pay  for  defense.   Export  trade  builds 
jobs.   Export  trade  is  not  only  econoslcs.   Trade  Is  national 
defense  1  Exporting  vors  is  a  natter  of  ths  gravest  national 
importance . 

Trade  also  builds  a  strong,  healthy  currency.  The  rise 
of  America's  trade  deficit  has  precipitated  a  dramatic  fall 
in  the  value  of  the  dollar  compared  to  Japanese  and  most 
European  currency.   Investors  from  abroad  are  swarming  into 
the  United  States  to  buy  land,  buildings  and  companies  at 
relatively  bargain  basement  prices.   The  Japanese  stock 
market  is  worth  substantially  more  than  the  Hew  York  Stock 
Exchange.  The  real  estate  value  of  the  Japanese  land  mass  is 
said  to  have  far  greater  value  financially  than  the  entire 
United  States.   Host  of  the  largest  banks  in  the  world  are  in 
Tokyo,  not  based  in  New  York. 

Should  the  penalty  for  America's  failure  to  export  be  so 
great? 

Sure,  trade  deficits  would  natter  less  if  the  world  bad 
one  currency,  perhaps  constructed  fron  a  basket  of  currencies 
as  the  Europeans  intend  to  do  with  the  advent  of  Europe  1992. 
But  in  the  real  world  of  the  foreseeable  future,  trade 
deficits  do  matter,  and  in  any  event  exporting  projects 
influence  into  the  world. 
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There  is  an  old  trade  jolca  nalcing  the  rounds:   Taiwan's 
hotels  are  flooded  with  Japanese  salesmen  and  American 
buyers . 

We  need  nor«  American  salesmen  and  saleawonen,  and  we 
need  them  now.  This  is  especially  true  for  snail  companies 
and  Cor  the  nenbers  of  my  national  Association. 
Ha  Weed  More  Emsort  Credit  Hoy 

The  U.S.  Export-Import  Banlc  is  an  overlooked  but  criti- 
cal part  of  the  new  trade  strategy  that  I  a»  advocating  for 
small  business.   Eximbank  is  equally  important  for  the  larger 
American  companies  seeking  to  export. 

Exinbank  is  a  model  for  how  the  U.S.  govemaent,  if  it 
puts  its  creative  mind  to  it,  can  intervene  on  behalf  of 
large  and  saall  U.S.  companies  to  support  their  exports  with 
competitive  and  attractive  financing.  Exlm  is  also,  by  the 
way,  a  model  for  how  the  U.S.  government  might  also  start  a 
trading  company.  Exinbank  is  highly  effective  with  a  small 
number  of  people,  less  than  400.  During  much  of  its  history, 
it  actually  made  a  profit. 

Can  you  imagine? .  There  is  actually  a  government  agency 
that  made  a  profit.  Most  trading  powers  consider  their 
Eximbanks  highly  worthwhile  even  when  they  must  be  supported 
by  small  government  subsidies.   The  force  behind  profitabili- 
ty is  fairly  simple.   If  they  have  financing  of  5-10  years  at 
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interest  rates  of  a-iot,  many  U.S.  conpanies  could  ssll 
exports  against  competition  in  th«  world  that  is  loaded  with 
financing  in  this  critical  range.   Exinbank's  cost  of  borrow- 
ing froB  the  U.S.  Treasury  has  often  been  lower  slightly, 
hence  the  profit,  especially  if  aniall  loan  connitnent  faas 
are  added  in. 

Ha  all  know  the  shameful  litany  of  figures.   Hhlle  our 
trade  deficit  of  $40  billion  in  1980  grew  to  the  $160  billion 
figure  by  1988,  Eximbank  landing  to  support  U.S.  axports 
dropped  from  $5  billion  to  a  paltry  $410  million  during  the 
sama  period.   Since  Exiabank  lending  is  almost  always  mixed 
with  commercial  bank  landing,  Exim  loans  support  far  mora 
than  tbair  actual  dollar  valua.   In  the  lata  1970b,  with 
annual  lending  in  the  $3-5  billion  range,  Eximbank  was 
supporting  roughly  20%  of  U.S.  manufactured  exports. 

Fortunately  for  America,  as  our  trade  deficit  shot 
sharply  higher  in  the  1980s  and  as  Eximbank  lending  was  cut, 
the  price  of  oil  fell  by  more  than  half. 

Can  you  imagine  how  much  worse  the  U.S.  trade  deficit 
would  be  if  oil  prices  stayed  high  during  this  period!  How 
much  lower  would  the  dollar  have  fallenl  How  many  more  U.S. 
companies  and  office  buildings  would  foreign  companies  have 
been  able  to  buy?  He  are  not  out  of  the  woods  yet. 
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As  the  example  of  Exinbank  helps  to  illuatrats,  the 
■trong  dollar  oC  the  early  1980b  did  not  by  itaalf  caus*  tha 
huge  Increase  in  our  trade  deficit.  And  a  weaker  dollar 
cannot  completely  cure  it. 

The  two  greatest  structural  features  in  our  trade 
deficit  are  a  lack  of  competitive  financing  and  marketing. 
An  actual  trading  company  run  by  the  U.S.  govemaent  could 
help  to  get  a  major  marketing  effort  going  by  U.S.  companies, 
putting  more  sales  people  into  the  field  and  offering 
countertrade  where  necessary  to  win  contracts.  A  greatly 
enhanced  Eximbank,  with  the  guideline  of  trying  to  break  even 
or  make  a  small  profit,  would  lead  the  financing  effort. 

One  of  the  great  trade  ironies  is  that  the  U.S.  Export- 
Import  Bank,  founded  in  1934,  was  actually  the  model  for 
Eximbanks  founded  in  Japan,  Taiwan  and  South  Korea  and 
several  other  countries  that  are  now  lending  far  more  aggres- 
sively than  we  are. 

When  U.S.  companies  choose  to  produce  in  factories 
located  overseas,  it  is  not  only  to  comply  with  a  foreign 
country's  offset  request,  but  to  take  advantage  of  the  more 
attractive  financing  offered  through  foreign  export  credit 
agencies,  the  equivalent  of  our  Eximbank. 

For  exai^le,  in  1983  Rockwall  of  Pittsburgh  was  trying 
mightily  to  win  an  $8  million  printing  press  sale  to 
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Ziababwa.   Tha  French  conp«titor  Harris  had  already  won  the 
■al«  bacause  thay  wera  backed  by  a  highly  concaasional  aid 
loan  that  was  basically  a  grant.  The  terms  of  this  loan, 
which  could  not  have  been  matched  easily  by  an  U.S.  Bxinbank 
loan,  were  no  down  payment,  4t  interest  and  a  20-year  repay- 
vent  term.   (I  know  a  lot  of  people  Vho   would  like  to  buy  a 
house  with  such  a  loan.)  Rockwell  tried  a  desperation  mea- 
sure.  They  sourced  or  produced  the  printing  press  in  the 
United  Kingdom  to  get  the  best  possible  export  credit  loan. 
This  business  was  shifted  away  from  America  because  we  had  no 
way  to  compete,  since  our  Eximbank  was  so  sharply  cut  back. 

One  further  step  was  needed.   In  addition  to  the  BCGD, 
or  British  export  credit  agency,  loan,  Rockwell  offered  lOOt 
countertrade  or  counterpurchase  to  Zimbabwe.   Rockwell  thus 
offered  to  buy  $8  million,  lOOt  of  the  purchase  price,  in 
nickel  and  ferrochrome  from  Zimbabwe  and  took  the  risk  of 
selling  this  on  the  world  market.  Aggressive  trading  and 
financing  won  the  sale  for  Rockwell  after  the  contract  had 
already  been  awarded  but  not  signed  with  Harris.   Such 
trading  and  financing  are  not  nactic  and  may  not  win  all  the 
time,  but  they  sure  help,  especially  in  combination.  The 
British  export  credit  loan  was  still  not  as  attractive  as  the 
French  loan  (although  more  attractive  than  anything  possible 
from  our  Eximbank) ,  but  when  the  countertrade  was  added  in, 
the  overall  Rockwell  package  was  best. 
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Exinbank  is  not  foreign  aid.   It  is  doneBtic  aid  of  th« 
bast  sort.   It  creates  jobs  in  the  U.S.,  and  it  helps  anall 
and  large  business  alike  to  build  thenselvea  up.   And  of 
course  it  can  perform  this  Invaluable  mission  with  the  very 
real  potential  to  make  a  profit. 
Expanding  the  Exim  Concept  to  Aip  and.,tt)a  Pantaaon 

The  giveaway  nature  of  critical  lending  prograMS  located 
elsewhere  in  the  u.s.  government  could  be  cut  back  using  the 
Exiabank  concept  of  lending  to  break  even  or  make  a  small 
profit.   In  return,  the  budget  allocations  for  such  programs 
could  be  raised  significantly.   I  am  thinking  in  particular 
of  AID  grants  and  loans  In  the  State  Department  and  the 
Foreign  Military  sales  program  (FHS)  located  in  the  Pentagon 
(although  administered  by  the  State  Department) .   There  are  a 
spectrum  of  loans  located  in  both  AID  and  FHS  which  could  be 
made  on  a  breakeven  or  slightly  profitable  basis.   There  is 
of  course  still  a  role  for  highly  concessional  or  grant  funds 
extended  to  less  developed  countries,  but  AID  and  FHS  ought 
to  become  far  more  active  if  they  can  do  it  without  impacting 
the  U.S.  budget. 

As  most  American  businesses  know,  FHS  and  AID  are 
critical  sources  of  financing  to  support  U.S.  exports. 
Virtually  all  of  the  FHS  and  AID  loans  have  to  be  spent  on 
U.S.  products  and  are  thus  critical  to  snail  buBlnesses  in 
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America  ■••king  to  axport  either  directly  or  as  ■ub-contrac- 
tors  to  a  aajor  pria*s  who  win  the  sal*. 

Th*  cutback  of  FHS  has  been  esp«cially  haratul  to 
Anerican  salea  of  defense  equipment  overseas.   In  Bost 
countries  of  Europe  this  slack  could  be  picked  up  by  the 
export  credit  agency  of  that  country,  such  as  Heraes  In  West 
Geraany.   However,  in  the  United  States  our  Bxlabank  Is 
expressly  forbidden  from  supporting  military  sales  to  richer 
countries,  and  as  a  matter  of  policy  does  not  make  loans 
supporting  military  sales. 

Z  urge  Congress  to  amend  Exlwbank's  charter  to  allow  it 
to  finance  military  exports,  as  Is  done  by  most  of  our 
trading  partners  in  Europe. 

I  also  urge  Congress  to  dramatically  increase  the 
budgets  of  Exlmbank,  AID  and  FHS  on  the  understanding  that 
most  of  these  new  loans  should  be  made  on  a  break  even  basis 
(loans  made  at  the  cost  of  borrowing) . 

This  is  needed  as  part  of  a  major  export  effort  by  the 
United  States  and  would  be  extremely  helpful  to  small  and 
large  businesses  alike. 
Putting  only  the  Subsidy  Element  of  Exim.  FMS  and  AID  in  the  Budget 

If  Exim,  F14S  and  AID  can  make  many  loans  at  a  profit, 
why  should  this  part  of  their  lending  authorities  even  go  in 
the  budget  at  all?  We  are  penalizing  ourselves  here  because 
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obviously  great  sensitivity  has  to  be  shown  by  Congress  when 
allocatinc)  any  new  budget  increase.  The  way  to  deal  wltb 
this  issue  is  to  use  the  good  old  Anerican  profit-Baking 

concept. 

I  urge  Congress  to  put  only  the  subsidy  elements  of 
Exiabank,  FM5  and  AID  In  the  budget.   Profit-making  loans 
should  be  kept  out  and  have  no  impact.   This  was  dona  for 
Eximbank  from  1971  to  1976,  and  in  this  era  oC  budget  re- 
straint should  be  done  again,  only  this  time  for  all  govern- 
ment lending  agencies.   The  Credit  Reform  Act,  proposed  in 
1987  but  not  enacted,  actually  takes  this  approach.   I  hope 
this  critical  tactic  will  be  adopted  by  Congress  as  part  of 
our  challenge  to  improve  the  trade  deficit. 

The  Charter  of  a  trading  company  could  specify  that  its 
role  is  to  make  a  profit  and  to  engage  in  trading  and 
countertrading  beneficial  to  the  United  States  and  to  Ameri- 
can companies. 

Once  the  trading  company  was  up  and  running,  doing  well, 
it  could  be  spun  off  and  sold  to  the  private  sector.   The 
company  would  have  to  have  quasi  government  status  because 
successful  traders  and  marketers  will  expect  to  be  paid 
performance  bonuses  substantially  in  excess  of  normal  govern- 
ment salaries.   Small  base  salaries  would  have  little  budget 
Impact.   Bonuses  would  be  paid  only  as  a  percentage  of  actual 
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profits  rwilisMd.     Th«  coapany  could  report  on  a  dotted  lin« 
basis  to  the  CoHterce  Dspartnant. 

ExiMbanK: 

Ths  aost  ssriouB  potsntial  objection  concerns  the 
possibility  that  a  nuaber  of  bad  loans  might  be  Bade  if  Exin 
lending  were  substantially  increased. 

The  actual  repaynent  record  to  Exiabank  is  excellent. 
After  the  freezing  of  Iranian  assets,  Exisbank  negotiated  a 
settlement  on  90%  of  its  Iranian  portfolio  against  assets 
frozen  and  held  outside  the  country.   In  South  America,  the 
Brazilians  are  repaying  their  rescheduled  debt.  In  Mexico, 
out  of  $470  allllon  paid  in  claims  on  bad  private  sector 
debt,  the  most  troubled  area,  Exiabank  has  already  collected 
$180  aillion  and  expects  substantial  additional  recovery. 
This  recovery  record  is  really  remarkable. 

The  need  for  financing  and  trading  or  countertrading 
capability  is  illustrated  by  yet  another  of  the  Many  export 
sales  lost  because  of  a  lack  of  U.S.  conpetitiveness  in  these 
areas.   In  1984  a  fierce  international  competition  arose  over 
a  $90  million  telephone  switching  contract  to  Uruguay. 
Several  European  and  American  firas  were  competing  against 
each  other. 

Ericsson  of  Sweden  won  not  only  because  it  had  the  best 
financing  but  the  best  countertrade  as  wall.   The  financing 
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was  provldad  by  Sweden's  export  credit  agency  along  with 
support  froa  Brazil's  export  credit  agency,  because  Ericsson 
had  skillfully  included  Brazilian  content  in  the  project. 
The  strategy  also  appealed  to  South  Aaerican  nationallsa  aa 
well. 

Ericsson  also  asked  the  British  investment  banking  Cim 
of  Samuel  Montague  to  arrange  for  a  countertrade  with 
Uruguay.  Montague  proposed  to  do  this  by  trading  $90  million 
of  beef,  leather,  fish  and  other  products  from  Uruguay.   The 
trading  was  done  through  Surinvest,  a  joint  venture  between 
Montague  and  Uruguayan  partners.   In  other  words,  through 
Montague,  Ericsson  proposed  100%  countertrade  or  counter- 
purchase. 
Financing  and  Trading  DlBadvantaqa 

Most  Americans  will  find  this  statement  hard  to  believe 
but  it  is  true.  The  U.S.  company  going  Into  an  international 
export  competition  will  almost  always,  indeed  probably 
always,  have  a  worse  financing  package  than  at  least  one  of 
its  foreign  competitors.   Our  now  out-moded  free-trade  notion 
that  the  government  ought  to  stay  out  of  private  export  sales 
has  caused  U.S.  exporters,  with  many  small  companies  among 
them,  to  lose  hundreds  of  millions  of  dollars  in  sales. 
True,  the  government  is  certainly  not  needed  In  all  these 
sales  or  even  most  of  them.   But  It  is  needed  in  a  lot  of 
them.   Exlmbank  rarely  competes  with  private  sector  banks  for 
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loans,  and  to  tbe  contrary  la  vimrad  by  prlvata  banks  as  a 
Btlaulua  for  landing,  alnoa  th«  coMMrcial  banks  always  hava 
at  least  sone  part  of  a  loan  with  Bxiabank.   Bxln,  in  otber 
words,  co-lands  witb  Um  prlvata  banks,  wtao  ragard  Bxln'a 
presanca  in  tba  loan  as  a  graatar  Baasura  of  aacnrlty.  Tb* 
likalihood  of  rapaynsnt  is  incraasad. 

Countrlas  Ilka  to  rapay  Exinbank  loans  baoausa  that  is 
tbe  only  way  to  assure  that  new  loans  will  be  granted. 

As  tbe  Uruguayan  exa^le  illustrated,  it  is  also  terri- 
bly inportant  to  have  a  strong  trading  capability  as  well. 
Hbat  often  happens  in  world  trade  today  is  tbat  two  or  three 
products  are  relatively  equal  or  at  least  will  do  the  job. 
nielr  relative  prices  satter  less  if  one  has  both  the  best 
financing  and  the  bast  countertrading  tervs.  All  across  tba 
world,  awards  are  often  nade  not  on  the  basis  of  price  and 
quality,  but  on  the  basis  of  financing  and  countertrading 
Incentives  offered. 

I  know  this  Is  shocking,  but  believe  m»,   it  is  increas- 
ingly true,  even  thou^  a  low  price  and  hi^  quality  are 
still  helpful. 
Meed  for  a  Mew  Federal  Venture  Capital  Corporation 

I  hope  the  need  for  this  type  of  operation  is  self-evi- 
dent.  There  is  plenty  of  venture  capital  in  the  United 
States.   However,  this  capital  is  notlvated  by  pure  aconoaios 
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and  not  necessarily  the  strategic  interests  of  the  United 
States.   Foreign  venture  capital,  speeded  by  the  sharply 
lower  dollar.  Is  pouring  into  the  United  States.   European 
and  Japanese  flrsa  are  buying  up  new  technologies  at  a  rapid 
rate.   There  is  more  desirable  technology  in  America  than  our 
own  venture  capital  firms  can  fund.   The  Pentagon,  concerned 
about  this  situation,  has  in  some  ways  turned  its  DARPA  into 
a  high  technology  venture  capital  fund. 

However,  it  is  quite  clear  that  this  concept  has  to  be 
expanded  outside  the  narrowly  defined  defense  high-tech  area. 
Who  can  say  what  important  technology  might  be  lost  to 
foreign  control?  A  struggling  U.S.  fira  might  have  to  sell  e 
significant,  even  a  majority  interest  in  itself,  In  order  to 
get  the  foreign  capital  it  needs  to  survive,  develop  and 
ultimately  thrive. 

Many  technologies  in  the  area  of  computers,  cmnKinioa- 
tions  and.  In  my  own  area  of  tooling  and  die  making,  would 
benefit. 

I  urge  Congress  to  capitalize  and  create  a  Federal 
Venture  Capital  Corporation.   The  corporation  should  probably 
be  located  In  the  Commerce  Department.  The  U.S.  government 
could  sell  its  interest  in  various  successful  companies  to 
other  companies  it  deens  acceptable  on  security  grounds. 
This  type  of  business  could  be  profitable. 
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Th*  90v*rNMnt  could  also  pick  Its  partn*n  In  such 
vontur*  dttclalans. 

Eximbank,  Th«  Faderal  Trading  Ccapany  and  Tb«  F«d«ral 
Ventura  Capital  Corporation  all  hava  this  potantial  to  nake  a 
profit,  actually  putting  nonay  Into  Um  U.S.  Traaaury. 
Tax  Policy  to  Banaftt  Snail  Bualnaaaaa 

Ovar  tha  past  saveral  years  thera  hava  baan  offarad 
aavaral  broad-based  taxes  wbicb  night  both  generate  ravanua 
Cor  deficit  reduction  and  siaultanaoualy  itt^rova  eiq^rts. 
They  are  the  Business  Transfer  Tax  propoaad  by  Senator  Roth, 
and  tha  coablnatlon  of  the  Business  Alternative  HininuB  Tax 
and  tha  Co^atltion  Enhancanent  and  Tax  Baliaf  Act  introduced 
by  Congreaanan  Schulza.   These  aj^roaobas  offer  a  nuaber  of 
attractive  featurea. 

o  They  raise  68t  of  the  $215  billion  in  revenues  froM 
taxes  on  Inported  products,  inproving  tha  conpetitivenass 
of  U.S.  products  doBaatically.   Since  it  would  not  apply 
to  U.S.   exports,  it  vrauld  naka  U.S.  products  mora  co^>at- 
Itiva  in  world  markets; 

o  Th^y  would  make  our  tax  system  tnore  conpetltiva  with 
those  of  many  of  our  trading  partners.  The  EEC,  Korea, 
Brasil  and  Mexico  use  a  V.A.T.  system,  and  both  Canada  and 
Japan  appear  moving  toward  a  Value  Added  Taxr 
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o  Th«y  would  stimulate  savings  by  discouraging  conauvp- 
tlon.   This  in  turn  would  lower  interest  rates;  and 

o  in*  significant  revenues  generated  could  be  put  to  good 
use.   In  addition  to  additional  deficit  reduction,  thsy 
Include  the  reinstatement  of  capital  gains,  a  5t  ITC 
targeted  to  productive  investment  end  the  repeal  of  the 
alternative  minimuM  tax.   In  addition,  the  revenues  could 
be  used  to  fund  a  more  liberal  accelerated  depreciation 
for  productive  equipment  and  an  expanded,  broadened  and 
permanent  RSD  tax  credit.   The  SIO  million  gross  sales 
small  business  exemption  would  assure  it  does  not  Inter- 
fere with  job  formation,  most  of  Which  occurs  in  s»all 
businesses  in  our  country. 
The  Weed  for  Leadership  and  Coherent  Pol  icy 

Underlying  many  of  our  trade  problems  is  a  laclc  of 
coherent  policy  and  coordination. 

1)  Too  often  the  Commerce  Department  loses  important 
battles  in  government,  especially  when  it  comes  up  against 
the  State  Department,  the  Pentagon  and  the  U.S.  Treasury 
Department. 

2)  To  win  more  often,  and  thus  for  the  first  time  to 
coordinate  trade  policy  fully.  Commerce  needs  more  power  and 
more  tools  than  simply  the  granting  of  export  licenses,  one 
of  its  current  major  functions. 
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3)  Sueb  tools  could  Includ*  control  ov«r  betli  a  F*daral 
Trading  C^ipany  and  a  Fadaral  Vantura  Capital  Coapany.   Yaa 
or  no,  power  over  all  Federal  export  loans,  to  ba  ravlawad 
for  export  content,  ia  worth  considering  as  well. 

4)  Abova  all  we  need  to  avoid  fragiMntatlon,  lAich 
currantly  charactarlzaa  the  situation.  CoMsarca,  STTt,  OHB, 
State,  the  Pentagon  and  a  host  of  other  govemsent  agencies 
all  coapete  over  trade  policy.  The  rasult  is  that  we  have 
never  had  a  trade  policy  in  this  country  but  nead  one  badly 
to  survive  and  thrive  in  today's  trade  doMinated  world. 

5)  Some  say  we  should  turn  tha  CMnerca  DapartMant  into 
a  HITI  in  order  to  compete  with  tha  Japanese  and  Europeans. 

I  disagree.   Tha  type  of  Coimerce  Departnent  I  propose  treuld 
be  far  sore  powerful  in  a  way  uniguely  and  creatively  A»eri- 

6)  He  need  a  President  trtio  ceres  about  trade  as  a  major 
issue.  In  lost  countries,  the  Trade  Minister  or  Oil  Minister 
is  nore  inqrartant  than  the  Foreign  sinister.  Host  countries 
have  the  luxury  of  spending  far  more  government  time  promot- 
ing trade  than  on  negotiating  with  the  Russians  on  Arms 
Control.  He  don't  have  that  luxury,  but  we  could  certainly 
demand  that  more  presidential  time  ba  spent  on  trade. 
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A  Typical  Casa 

In  1985  U.S.  defense  contractors  lost  an  aircraft  sale 
to  Saudi  Arabia  because  ttie  President  failed  to  get  personal- 
ly involved  and  because  the  United  States  refused  to  accept 
oil  barter  as  a  payment  for  some  half  of  the  planes.   Includ- 
ed in  the  package  was  the  construction  of  airfields  in  Saudi 
Arabia  as  uell  as  radar  and  other  facilities.  The  padcage 
was  valued  at  over  $10  billion  and  was  won  by  British  Aero- 

Prine  Minister  Thatcher  personally  lobbied  for  this 
sale,  and  is  reported  to  have  called  the  President  so  as  not 
to  offend  hin.   British  Aerospace,  with  British  Government 
encouragement,  gladly  accepted  oil  as  payment  for  a  major 
portion  of  this  lucrative  sale. 

Once  again,  the  U.S.  had  lost  a  major  export  opportuni- 
ty, one  that  would  have  given  sub-contracts  to  thousands  of 
small  businesses  all  across  this  great  country. 
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KadaB  Chairman  and  nembers  of  the  Conunlttee .   Hy  name  Is 
Hatthsw  B.  Coffey,  and  I  an  President  of  the  National  Tooling 
and  Machining  Association.   HTIU  was  formed  at  the  outset  of 
World  Har  II,  when  the  war  mobilization  effort  rested  on  the 
ability  of  our  Industry  to  convert  rapidly  from  commercial  to 
military  production.   That  mobilization,  the  biggest  in  the 
history  of  the  world,  could  not  have  occurred  without  the 
machinists,  tool  and  die  makers  and  mold  makers  who  made  the 
bulk  of  the  parts  and  components  for  everything  from  rifles 
to  every  major  system  in  the  air  or  on  the  land  or  sea.  The 
draft  exemptions  granted  workers  in  our  industry  by  the 
Selective  Service  reflected  their  Importance  and  the  recogni- 
tion that  a  four  or  five  year  apprenticeship  would  be  neces- 
sary to  replace  any  Industry  worker. 

Even  today  independent  contract  metal working  companies 
Indirectly  supply  up  to  70%  of  the  parts  and  components  of 
major  systems.   Spare  and  replacement  parts  and  components 
made  by  these  firms  would  be  needed  continuously  In  the  field 
of  battle. 

Last  June  the  retiring  Army  Chief  of  Staff  noted  that 
munitions,  spare  parts,  and  systems  would  last  only  three 
months  in  a  war  scenario,  and  that  it  would  take  nine  months 
for  defense  production  to  catch  up.  As  far  back  as  1980  the 
report  of  the  House  Armed  Services  Defense  Industrial  Base 
Panel  noted  that  the  small  contractor  and  subcontractor  base 
was  the  weakest  link  in  the  Industrial  base.  At  the  same 
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tlKe,  tha  r*c«nt  withdrawal  oC  Europaan  short  and  Intarwedi- 
ata  ranga  nuclaar  ■iasilea  and  ongoing  nuclaar  raductlon 
negotiations  makm   tha  convantional  dafanaa  industrial  has* 
all  tha  Bore  inportant  to  our  national  sacurity. 

That's  the  good  naws.   Tha  bad  nsws  is  that  it  will 
probably  gat  worsa.   Racant  history  shovs  that  cuts  in  tha 
deCensa  budgst  ara  invariably  fait  sost  ssvsrsly  in  ttaa  araa 
of  raadinasB.   Major  systeHs  will  continua  in  davaloEasnt, 
whlla  axlstlng  systaas  will  lack  tha  spara  parts  with  which 
to  function.   Tha  saall  flras,  «rttich  ara  nlmbla  and  can 
respond  tha  aost  quickly  in  tiaas  of  national  aasrgency,  will 
wlthar.   Th«  largar  and  lass  nisbla  priaa  contractors,  who 
are  becoming  even  sora  dependent  on  snail  suppliars,  will 
survive. 

If  there  is  a  national  enargency,  there  say  not  be 
enough  of  tha  forsar  to  support  a  BobiliEBtion.   In  the 
private  sector  these  snail  fims  have  already  suffered  along 
with  their  08  custoners  in  the  autonotive,  conputer,  elec- 
tronics, appliance  and  other  inport-inpacted  sectors. 

Hlth  this  as  a  background,  it  is  not  difficult  to 
understand  our  strong  support  for  HB  48«.   Its  pradecsssor, 
HR  4037,  was  endorsed  by  HHU  as  well  as  ths  Alliance  of 
Hetalworklng  Industries  lAtoee  10  associations  collectively 
represent  11,211  fins  and  701,798  s^loyses  in  ths 
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netalworklng  industry.   Th«  vaabership  of  AMI  includ«s  th« 
following  dBSOclationa; 

Forging  Industry  Association 

Pracision  Metal forming  Association 

Spring  Manufacturers  Instltuta 

Industrial  Fasteners  Institute 

National  Screw  Machine  Products  Association 

American  Gear  Manufacturers  Association 

Hetal  Treating  Instltuta 

National  Tooling  and  Machining  Association 

We  believe  that  the  concept  behind  Congresswonan  oakar's 
bill  is  unassailable.   It  Is  based  on  the  precise  that  the  US 
Defense  Industrial  Base  mtst  be  capable  of  providing  neces- 
sary nanuCactured  goods  for  the  defense  of  our  country  during 
a  war.   It  would  require  the  President,  to  the  uaxiMum  extent 
practicable,  to  Unit  sourcing  to  US  providers  of  parts  and 
conponents,  unless  the  President  detemlnes  that  domestic 
flras  can  neet  anticipated  surge  production  needs  for  at 
least  six  months.   In  waiving  these  requireaents,  the  Presi- 
dent nuBt  consider  the  effect  on  the  OS  fim  or  firms,  loss 
of  federal,  state  and  local  tax  revenues,  US  regulatory 
coi^liance,  and  so  forth. 

The  language  leaves  ample  rooe  Cor  interpretation  and 
con^llance  with  GATT,  trade  treaties  and  other  trade  laws. 
The  law  itself  would  not  threaten  any  existing  or  pending 
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trada  agTe«M«ntB.  it  doas  tall  tha  praaidant  and  tha  Panta- 
gon  to  taka  a  look  at  tha  induatrial  baaa  in  making  procura- 
■ant  dacisiona.   Ha  ballava  tha  avldanca  of  paat  naglact  In 
that  ragard  is  ao  avidant  that  thara  can  ba  no  raaaonabla 
argmants  against  such  a  ttandata. 

Ha  ballava  that  an  aconoalc  adjustsant  titla  is  also 
assantlal.   Thara  will  ba  many  casaa  whan  a  walvar  to  thla 
legislation  will  ba  raguirad  dua  to  Intamatlonal  trada 
agreements  or  othar  factors.   Dnlass  atapa  ara  takan  to 
offset  thaaa  af facts,  wa  will  continua  in  our  prasant  dirac- 
tion  -  toward  a  waakar  US  dafansa  industrial  baaa. 

Our  suggaation  would  ba  to  provida  »axiBun  tlaxibillty 
In  titla  II.   Haka  tha  paraanant  praaarvatlon  of  jobs  ttia 
praCarrad  altamatlva.   Enabla  conpanlas  to  conpeta  In  tha 
commercial  sector  while  retaining  defense  production  capabil- 
itias.   Haka  tha  last  option  tha  provision  of  severance  bene- 
fits to  unfortunate  workers  whose  amployars  cannot  find  a  way 
to  usa  tha  funding,  to  bacoaa  conMrcially  coapatitiva  and 
retain  the  workers'  jobs.   Hhlla  retraining  in  another  field 
nay  help  those  workers  find  another  job,  they  will  have  to 
enter  a  new  field  at  the  bottov,  even  if  jobs  ara  available. 
Tha  preferred  solution  la  advanced  skilla  training  in  their 
present  occupation  with  their  present  anployer  so  tha  company 
can  adapt  to  the  commercial  Marketplace. 
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Just  as  it  ia  laft  to  th«  Pr«sidant  to  dafliM  whlcb 
induatrics  ara  critical  to  tha  defensa  industrial  bass,  wa 
baliav*  tha  proposad  Dafansa  Econonic  Adjustnant  Council 
■tiould  antartain  all  reaaonabl*  proposals  and  salact  tram 
tha  onas  with  tha  bast  prospacts  Cor  attaining  tha  titla's 
objactivas.   To  ancouraga  innovativa  ideas,  do  not  restrict 
altber  the  source  of  ideas  or  the  approach.   Let  the  ideas 
come  from  state  or  local  govemaents,  unions,  trade  associa- 
tions, businesses,  or  even  the  individual  workers. 

Let  the  ideas  include  traditional  training  approved  by 
the  Labor  Department  or  a  state  agency,  and  let  thea  include 
non- traditional  advanced  slcills  training  never  tried  or 
approved  by  anyone.  Let  then  include  loan  guarantees,  price 
supports,  direct  loans,  purchase  agreements,  or  anything  else 
the  combined  thinking  of  employers,  workers,  state  or  local 
governments,  unions,  associations,  or  educators  come  up  with. 

He  think  you  should  also  remove  some  of  the  barriers  to 
small  firms  participating  in  the  defense  industrial  base  to 
the  eictent  that  the  Committee's  oversight  permits  you  to  do 
so.  For  example,  a  small  firm  must  pay  a  $250  registration 
fee  if  it  makes  a  part  on  the  munitions  list,  even  if  its 
only  customer  is  the  Defense  Department.  He  ara  grateful  to 
Chairwoman  Dakar  for  her  help  in  seeking  to  modify  those 
regulations,  but  they  peraist  despite  both  of  our  efforts. 
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other  Btaps  can  benefit  both  the  govemnent  (uid  svall 
contractors.   A  large  share  of  the  approxlnately  $18  billion 
In  annual  purchaaes  of  spare  parte  by  DoD  la  on  a  sole  source 
Bsasis.   Snail  conpanies  do  not  have  the  adsini strati ve 
personnel  necessary  to  negotiate  and  obtain  sole  source 
contracts,   ffhen  those  sole  source  contracts  can  be  broken 
out  for  open  conpetitlon,  it  is  invariably  the  svall  contrac- 
tor who  is  the  nost  efficient  and  is  low  bidder.   According 
to  DoD' 8  annual  spares  nanagasent  report,  the  average  savings 
when  this  occure  is  30-40%.   During  one  recent  period  when 
conpetitlon  was  being  increased,  annual  expenditures  on  spare 
parts  dropped  by  several  billion  dollars.   DoD  offered  a 
one-word  explanation;   Conpetitlon.   Several  billion  nore 
dollars  could  be  saved  each  year  by  the  sinple  expediency  of 
increasing  conpetitlon. 

He  would  connend  to  your  attantlon  HR  1111  recently 
introduced  by  Congresswonan  Louise  Slaughter.  The  provisions 
of  the  neasure  are  intended  to  increase  conpetitlon  and/or 
reduce  barriers  to  participation  in  the  industrial  base  by 
snail  firms.   Perhaps  sons  of  the  provisions  nay  be  appropri- 
ate for  this  CoBKlttae's  oversight  responsibilities. 

This  concludes  ny  renarks.   ife  appreciate  the  opportuni- 
ty to  appear  here  today. 
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Iitadamt  Chalrciwn,  tnenibtn  ol  the  Comnlttee.  Having  b««n  at 
Pearl  Harbor  on  J   December  1941  and  having  had  many  opportunltle* 
to  obierve  "the  anenal  ol  democracy"  move  irtto  high  gear  - 
providing  war  ateri«l  at  an  unbelievable  rate  to  our  armed  lorcai 
at  well  as  those  el  our  allle*  -  I  have  been  very  dliturbed  In 
recent  years  a«  I  watched  this  Inyrestlve  capability  slovly 
deteriorate. 

Consequently,  I  lutly  support  the  elforti  of  this  Comnlttee 
to  examine  In  detail  the  issues  related  to  the  revision  and  re- 
authorization of  the  «6-year  old  Detenie  Production  Act. 

It  la  clear  lor  all  to  see  that  in  many  respects  we  are 
experiencing  extraordinary  changes,  and  perhaps  even 
unprecedented  changes,  throughout  the  world.   The  main  locut 
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iniarnational  kran*  -  E«>t  and  W«>t.  V*  ■••  today  many  d«b»t«* 
on  the  prot  and  con*  of  "protactlonlMi"  Irom  both  a  political  and 
oconomle  polnt-ol-vl«w. 

Howavar.  my  Intorail  It  In  a  dljfarant  kind  of  protection, 
the  protection  ol  th«  llvoi  ol  our  youn|  fl|htlns  man  and  woman 
and  the  overall  lecurlty  a(  tho  poopt*  of  the  Unlttd  States.   In 
order  to  provide  this  lacurliyt  wo  must  have  a  delonto  Industrial 
base  that  is  responsive,  efficient,  and  located  Inside  the  United 
Slates.   It  Is  danierous  and  unacceptable  to  farm  out  our  defense 
production  overseas.   In  my  view,  this  Is  far  too  rliky,  net  only 
for  cenvlete  weapons  lystms  but  alto  lor  critical  cemponents  as 
well.  Vo  must  ronwmbor  that  nations  have  their  own  national 
Interests.   It  a  nation,  even  though  It  be  an  ally,  Is  produein| 
critical  parts  tor  the  U.S.  forces,  and  our  actloni  and  policies 
are  viewed  by  by  them  at  contrary  to  their  national  Intereiti, 
they  could  wall  .top  delivery  ol  equipment  vital  to  our 
operations.  This  kind  of  attitude  and  action  has  happened  before 
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and  could  wall  htppan  again. 

I  know  that  Dr.  Junes  Blackwell  Irom  CSIS,  where  I  act  at 
Senior  AdvUor,  ha*  already  provided  the  Coirmlttee  with  nwch  data 
which  he  ha*  developed  over  a  period  of  teveral  monthi.  Oia 
■  tBnillcant  tact  Is  that  in  1312  there  were  over  lift, 000  firtnl 
providing  goods  and  equipment  to  the  Oeparcmcnt  ol  Defense  out  of 
the  213  sectors  from  which  the  Department  of  Detente  makes  nearly 
all  of  Its  acquisitions.   In  1?87  the  nunber  had  decreased  to 
less  than  40,000  lirmi.  Why  did  this  happen?  1  believa  that 
there  are  many  reason*.  For  instance,  it  i*  estimated  that  about 
13%  of  the  procurement  budget  is  consumed  by  rule*,  regulation*, 
inspections  and  paperwork. 

The  Congresi  micro-manage*  many  aspect*  at    defense, 
requiring  report  after  report,  hearing  after  hearing,  and 
impaling  layer  upon  layer  on  defense  managanenl. 
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Tht  Oal«fl>«  0«p«fttntnt  It  itlll  o»«r  CMtT*IU«dl  it  hM  ii« 
f«e«Y«r«d  Iron  th«  McN«»r«  •ctalflli»f«ti«i»(  the  progrim  in»Mf«ri 
•r«  not  given  control  of  their  fundi)  end  aeceuntabllltr  It 
difficult  to  pin  down. 

The  Oclenie  Dapartfnent  now  wnpJeyi  eboiit  27,000  euditor*  who 
are  deployed  ihrougheut  the  tritm  where  they  centume  the  time  et 
the  prograrn  manaiart.  who  muit  auupply  imetive  amounts  of 
figures.   It  appeeri  that  there  Is  no  trust,  and  everyone  1> 
assumed  in  advance  to  be  guiity  of  tame  illegal  act. 

Many  critical  parts  to  our  major  weapons  syatMW  ar« 
produced  overseas.   If  we  expect  to  nalntaln  a  strong  an 
innovative  defense  base  end  manufacturing  capability  Including 
research  and  development,  we  mutt  produce  our  weapons  at  home. 

The  Defense  and  Canmeree  Department*  almost  invariably  have 
difficulty  agreeing  on  the  expert  of  ntaterlals  and  technology. 


,y  Google 


Most  Of  our  ihipbulldlng  ykrdi  are  inacilve  and  obiolct*.  Our 
Merchant  Marin*  1*  totally  Inadequate  and  unable  to  support  our 


Theie  are  Just  a  lew  ol  the  Items  which  highlight  a  n««d  for 
a  carrplete  review.  To  use  an  expression  in  Iha  fumy,    I  believe 
it  1*  'time  that  we  lall  out  and  fall  in  >g*ln"  with  reipect  to 
defense  production.  Ve  need  an  agreed  national  agenda* 
coordinating  all  concerned  activities  In  our  government  decision- 
making process,  ai  well  as  in  the  private  lector,  Including  the 
labor  unions.  The  establishment  of  aworld-claas  Industrial  b«i« 
providing  an  Independent  home-based  defense  production 
capability,  together  with  e  highly  coinpet  i  t  ive,  worldwide  trade 
program,  should  be  our  number  one  national  objective. 
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The  Nation's  Defense  Industry: 
Now  Too  Risky  lb  Be  In? 


By  Santord  N.  McDonnaa 


ducd  by  whopping  U.S. 

cUti-Bow  cwaa^mt,  have   imple-  mcM  type  cvaonctt  wer«  used  and  full  biqad  wun'I  be  ftti  tot  five  or 

TMiiMd   major  change)   in  dereiuc  commiuncnti  la  luer  producliDn  six  yean,  lb  gel  xm  idea  of  whal 

procuitmeni  policy  and  practKcs  in  piicei  wen  made  only  when  a  solid  we  mighi  be  abk  id  expect,  McDon- 

ihc  name  of  saving  laipayers  money.  configumion  baselme  fix  die  jxod-  nell  IXm(Ii>  appHed  MOie  of  Ibe 

And  many  of  the  changes  did  bung  ucl  was  availaUe   Without  changing  mocc  quanifiaUe  changes  iniuapM-. 

dion-ierni  relief.  But  there  is  little  laws  or  die  basic  Fedenl  Acquisitico  tively  lo  euUing   piogtams.   The 

reason  to  believe  dii     '       " 

will  produce  longlen 

laa.  several  clearly  work  K  in 

longletm  cost.  eipecied  to  foo«  i  lipiiScant  poflkin 

Why?  BccaiBc  dieie  wHI-ioten-  of  the  development  hill   ba  new  Rir  our  atudy,  we  pooled  the  bil- 

tiored  initiaiives  were  instituted  in  ut^niu.  dial  Eied-price  iWher  dun  ance  sheen  of  six  aerocpKe  Bnns— 

piecemeal  fsihion  and  with  litlle  or  cost  conlracls  were  to  be  used,  and  Boeing.  Oeneia]  Dynamici.  Gtum- 

no  considemion  of  their  crnnulaiive  ihB  contractun  would  be  required  to  man.  Lockheed.  McDonnell  Douglas 

effect  on  the  future  of  the  defense  in-  conunh  to  producticxi  prices  befbie  and  \ordiTop— and  created  a  hypo- 

diucy.  What  these  initiatives  did  was  pfognuns  were  fiilly  developed.  theiical  company  we  called  die  Coo- 

advenely  shift  the  risk-reniin  bal-  Congress  decreed  Ituee  oHiei  de-  solidaled  Aen^ace  Ctmpany,   or 

ance  from  companies,  simply  mak-  partures  Irom  tndition  dial  piimarily  CAC,  wiA  comtuied  sales  repieseM- 

ii^il  bimorecosdy  and  risky  lobe  affect  pcntuction  contrtcls.  The  FY  ingmoccdian30peicef]lofU.S.  acr. 

in  the  defense  business.  ]997  Apprtiphations  Act   directed  ospace  sales  in  1986.  Using  an  ana- 

At  least  six  of  the  changes  signifi-  thai  aggregate  target  profit  levels  for  lytical  bvseline  formed   from  iheii 

<:antly  alter  ihe  defense  business  en-  defense  work  be  cut  by  I  percent  of  ajmbined  1986  financial  stasemenca, 

contracting  for  die  devclopcneni  of  coitradicrihanlOpercenlaflbecoN  four  lignificanl  U.S.   Govenimeni 

major  new   systems;   coU   sharing,  of  financing  woft  in  progress:  and  procurement  initiaiives.  aswnuDg 

pricing  risks  and  special  looling.  that  conmcton  pay  Diie-liiir  of  ihe  each  had  been  in  [dice  kxig  eoough 
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These  projections  do  na  include 

ihe  iddtionil  impact  of  other  pro-  whM  ii  wouk 

curemeni  policy   "improvemenu"  rent  ledenl  f 

ihii  hive  coacerDBd  Ihc  iBdiutty.  Act  UMC  Ih 

inch  IS  the  uw  of  firir  fi«d-prke  Tlie  Mdy  a 

contracts  on  hi|h-nsk  riiLI-iale  engi-  pngmm.  wt 


esub-       pricing  long  bdOn  coM  figures  ci 


muS  fliunce  woukl  riM  by  230  po- 
cent  (liigure  bued  on  published  re^- 


itlkn.  And  if  (hcM  policy 
et  woukl  have  bea  required 


lent  10  30  permM  of  Ihdr  a 


liaivet  >inn|ity  icdiMributc  coau  b 
twflen  tnnepefiab  md  between  ]■ 

liei.   For  eiimplc.  chinget  in  roau  equity, 

fiiuncbig  nci  do  nx  iffiaa  Ihe  Gnl  'Pul  linvty."  Ihe  MAC  ixfiart 

price  U  delivery  of  die  produo.  uid.  "then  wouU  bwe  bea  m  fi- 

Givtn  I  Ihrec-yeir  production  cycle.  mnciiJ  reaon  (o  bid  Ihe  prognmi-'' 
In  bet.  there  irould  hive  beei  vety 


would  have  icduced  tfter- 
bigi  of  the  CAC  from  3.2  percent  of 
*  U,  Hid  tnXB  M  pel 

een.  K  ilio  found  ihu  [he  fit 
neetli  of  the  "sui 
cieised  from  S4.3 


■"SANDV'  MCDCmNELL,  daStB 
lari  tXO  •(  McDoDd  Dm^  Cu 
froBUMuHMuchl,  llMi^bi 

iBdMrU  CmneB,  he  lemd  hi 
Araj  <«h9  wwn,  tf 


, ofCalD- 

.  ■  U^Hf^  He 
JokKd  HcDoODdl  Aktiull  In  IM  ul 
nue  ItaniiiA  totlaeerlii  iBd  pnduc- 
Uin  la  cfa^mu  Hid  CEO. 


eraUe  under  gi 
and  reduces  the  an 
for  uiveSi 

in^rovemenis  in  quality  and  pcnduc'  diduttnil  bBie— diow  tfaasvMdl  ot 

dviiy  requite  invesuneot.  ind  dwre  uqvUm,  maig'  pKlnlly  or  iMfcl)' 

ire  two  obvioui  prerequisites  to  in-  coannerciil,  wtaoK  pvlic^Mioi  ta 

vestment;  FundiuidlhepconiiKofi  cridEal  tai  the  lOveramaH  uailBel- 

Utrauin.  pUce,  b  i(  iDpoMMe  lot  Ac  dftcn 

These  recent  policy  changes  woriL  of  policin  invowd  on  pine  CO*- 


industry  earnings  ai^  drive  up  Ih 
costs  of  lutionil  defense. 

McDonnell  Douglis'  obseivatioiis  niarken  oOakt  i  better  dance  of 

were  similtu  lo  the  findings  of  a  re-  earning  a  fUr  renin  fix  dieir  dim- 

port  issusl  recently  by  Ihe  MAC  holdett. 

emationi]  general  mm-  The  Ibcut  of  our  enoiici  sbniiki 

igemeni  consulting  firm.  The  MAC  be  leu  on  redisrtjutkig  coaai  in  the 

study  WIS  financed  by  the  Aerospace  short  term  md  more  oa  redydof 

Ironic  lodusuiei  Associalion  and  the  only  real  opponuniiy  for  lavinp 

Nitionil  Security  Indusmal  Associa-  available  n  u:  Incteaies  in  quality 

The  MAC  Group  looked  al  ni 

major  defense  programs  of  compan-  is  fiai^  wilh  it 

ies  whose  con^ned  business  repre-  ing  qidlily  ind  productivir 

seiKed  ahnosi  25  perceiK  of  the  1986  most  sigoificini  of  ihese  it  Ikr 

Dcfiartineiil  of  DelCnie  prime  con-  lem's  inarea  inability  to  sDi 

mcl  awards,  h  compared  the  actual  loogletm  rewards  dut  ^an  ■ 
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liil  conlncn.  Ibdiy.  compuiies  Om  Dai«lB'  icsat  experincc  wUi  the  md  nut  i 

findiwiytodoioniahuigbcaciuid  SDl  Deln  ISO  pnijccl,  irtdch  SDK)  mange  their  l«iiin«i.  Comncan 

u  lower  oM  ran  die  riik  of  bdnt  Dincuir  LGEN  lum  A.  Ahnhan-  lul  pnignni  lama^n  undentiiid 

accuied  of  overpricing,  or  even  Mil  ciDed  "the  mnt  complRi  cooi-  tfptofDmi  ovaiigM  ind  eipecl  H; 

ftwd.  AndbecHie  oT  ■  continuiag  mud  and  conml  miaioa  Om  be  tu  Oey  mBt  hive  die  Mlity  to  imo- 

cycle  o{  sbort-duraiDn  contncu—  United  SoneilBi  ever  canduOEd.'' A  ife  dieir  own  buaneuei. 

cKh  phcsl  diiBtly  on  Ihe  basii  or  le*n  SDIO/indiHiij  lan— woridng  SDianlinini  ud  reducing  micro- 

coBs.iflcuiTed  in  die  pfcvious  on-  Ugedter— lued smmliiwd tndlmo-  iiiini(cmctil  *re  longieTm  ap- 

ma— impnivenienls  in  quili^  uid  vaive  mMMtanon  lechaiquM  to  6d-  pmBhe*  lo  di^int  m  equilabk  de- 

prodnctivjiy  which  reduce  cDUi  iih  the  piqect  in  16  moadit.  can-  feDK  pracuroneM  lymn.  Koawa; 

pmd  wiA  die  36  M  tiO  mEiAi  it  taaennnieiuraMeMcanry  ifwc 


Chreneaching  cUuros  of  "defec- 
tive'' pricing  uid  bhnlie^  assiunp- 
tioos  Iha  du  entire  itiduslry  over 
pricea  its  products  and  services  ue 
fkirdiei  deierrenis  to  quaiiiy  and  prr^ 
ductiviiy  eBmts.  Couple  Uuk  wiHi  i 
pcocuicnenl  poaBin  diit 

■  *  ■   ■"    aflMtrmly      di 

Reducing  government  micro-      dciielopinen  "C  Inld  to  nasontile 

gums.                                                    johition.Oneeian^-Eicessivtre-      cial  tnk  (brce  dm  is  looking  fn 
Vc  can  have  the  best  of  bodi       views  anj  ludiu.  At  times  iq>  to  fc  «-■--- ._*  ^. 


savings  and  more  oppommities  la  auditing  the 

inptove  earnings— (^  industry  and  may  leview  t 

dicDeparlnienlafDefinuecmbradi  to  accept  e 

lucp  diem  al  urns'  lengdi  and  refb-  provide 


win-win  appnach.  ployees  must  spend  dieir  lime  sup-  dm  il  canribwei  la  a  strong  na 

Streamlining  die  aopusition  proc-  porting  audiUn  iidier  Uian  nxeting  dcfense—diai  dc  nation  can  aRord— 

ess  is  a  aarl.  Vik  know  how  mpei-  dieir  d^-to-day  responsibiliues.  Mi-  and  it  assured  of  being  backed  by  ■ 

lani  ihsi  b  lo  achieving  ime  eco-  crooan^eirKnt  also  occurs  when  heahhy  and  capaUe  utdustriaJ  base, 

noraic  savings  ftam  McDonnell  diCK  audiun  ovenup  ttieir  bounds         It  can  be  done.  * 
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National  Tboling  &  Machining  Association 

ISIIUI 

TO  PURCHASERS  OF  TOOLING  AND  MACHINING  PRODUCTS  AND  SERVICES: 


On  their  face,  price  differentials  between  American  and 
foreign  sources  can  be  substantial.   But  in  many  cases,  the 
apparent  differential  between  quoted  prices  is  not  all  that 
it  appears  to  be.   This  ia  because  various  hidden  costs  are 
often  not  reflected  in  the  quoted  price  of  foreign  shops. 
When  these  hidden  costs  are  calculated,  the  true  cost  of 
sourcing  abroad  is  often  considerably  higher  than  the  quoted 
price. 

In  response  to  that  situation,  which  has  often  placed 
American  suppliers  of  tooling  and  machining  at  a  competitive 
disadvantage,  NTMA  commissioned  a  major  study  of  the  hidden 
costs  involved  in  foreign  purchasing.   The  study  has  two 
basic  findings: 

~  First,  that  the  price  quoted  by  foreign  firms  is 
often  not  the  true  price  for  tooling  and  machining 
services  because  of  various  hidden  costs;  and. 


-  Second,  that  you,  as  a  customer,  can  adopt  systems  to 
identify  these  hidden  costs  and  estimate  the  true 
price  involved  in  purchasing  from  foreign  firms. 

This  study  suggests  that  when  customers  look  at  true  cost, 
not  quoted  price,  the  price  differential  between  American  and 
foreign  firms  usually  narrows  and  may  well  disappear 

Based  on  the  results  of  this  study,  NTMA  is  launching  a 
True  Cost  Education  Program  to  make  customers  aware  of  the 
benefits  that  can  be  achieved  from  a  systematic  evaluation  of 
the  hidden  costs  involved  in  foreign  sourcing  of  tooling  and 

The  True  Cost  Worksheet  can  provide  you,  as  a  purchasing 
manager,  with  a  general  framework  for  identifying  and 
evaluating  the  most  common  hidden  costs  in  tooling  and 
machining  contracts.   If  you  do  not  already  hive  your  own 
hidden  cost  evaluation  system,  we  urge  you  to  use  the 
Worksheet  either  as  a  starting  benchmark  that  can  be  adapted 
to  your  company's  needs  or,  more  simply,  as  a  basic  checklist 
for  identifying  hidden  costs.   We  hope  you  will  develop  an 
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By  iiountlng  this  education  canpaign,  HTKA  hopes  to  shov  that 
based  on  actual  costs,  dealing  with  U.S.  and  foreign  firms 
will  often  result  in  a  fairly  comparable  real  price.  And 
when  prices  for  tooling  and  machining  are  roughly  equal, 
other  factors  such  as  quality,  responsiveness,  service  and 
accessibility  should  be  determinative.   In  those  areas,  UTIUl 
member  companies  have  a  decisive  and  proven  advantage  over 
foreign  firms. 


would  welcome  hearing  your  comments  and  suggestions  and  would 
be  pleased  to  send  you  a  complete  cosy  of  our  Hidden  Cost 
Study. 

Please  feel  free  to  call  or  write  to  me  personally. 

Sincerely J— 


T>e  NtlionU  "Rsoling  *nd  l>luhlni(«  AaaodMion  Is  rred*  upa(  3.400  iMdkig  cortracl  tDi 
--«.NTMA-mi     ■  
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COmBESSmHlUI  HARy  ROSE  OAXUt,  CHAIR 
SOBdMNITrEI  OK  BCOINIIIC  STABILIZATION 
HBAKINS  OH  H.R.  4a«,  THX  ■OBFtHSI 
FftODOCTIOH  ACT  AimtOMENTS  OF  19B9" 
NCDNZSDAy,  KAY  34,  19S9 


HY  RBMARXS  ARI  GOIHG '  TO  BZ  BRIBF,  BECAUSE  HE  HAVE  POCR 
BXCELLEHT  WITIIESSES. 

TODAY ' S  HBARIHG  BY  THE  SURCOMNITTKB  OH  ICONOHIC 
STABILIZATION  IS  A  COHTZHQATION  OF  ODR  LEGISLATIVE  TESTmONY  OH 
H.R.  486,  THE  -DEFENSE  PRODCCTIOH  ACT  AMENEKEHTS  OF  19«9." 

HE  WILL  BE  HEARIHC  TESTIMONY  TODAY  OK  BOTH  TITLES  imDER 
COMSIDERATIOH.  THE  FIRST  IS  A  SERIES  OF  AHEHDMEMTS  DESIOIES  TO 
STBEHGTHEH  TITLE  I  OF  THE  DEFENSE  PRODDCTION  ACT.  THESE  HERE 
COHTAIHED  IH  H.R.  4037  U8T  YEAR. 

TITLE  II  IS  ENTIRELY  HEH.  IT  FOCUSES  ON  ECOHOKIC  AIXTUSIKEHT 
ACTIONS  TO  ASSIST  INDUSTRIES,  HORKERS  AND  COHHUNITIES  IN  HELPIHG 
THEH  TO  OVERCOCE  TBS  ADVERSE  EFFECTS  OF  POSSIBLE  WEAPONS  SYSTEMS 
CUTBACKS  AND  OTHER  KIUTARY  FACILITY  CLOSINGS. 

OUR  FOUR  EXCELLENT  WITHESSBS  TODAY  ARE: 

Mr.  Hill  in  H.  Hlnplslngcr 
Intwmational  Prasidant 
IntamatioiMl  AMOclatlon  of 

Machlniata  (  Aaroapaca  Workara 
AFL-CIO 

Mr.  Hilliaa  Bywatar 
Praaidant 

Intamational  Union  oC  Elactronic,  Elactrlcal 
Salarlad,  Machlna  t   Pumitura  Workara  (lUE) 

AFL-CIO 

Mr.  Hllllaa  G.   PhllliF>a 

Praaidant 

National  Council  for  Industrial  Dafanaa 

Mr.  Scott  Wylla 

Corporata  Diractor  of  Coanunlcatlona 

Ray Cham,  Inc. 

rapra Banting 
Propriatary  Induatrlaa  Aaaoclatlon 
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HllllaB  H.  Hinpiainger 

International  President 

International  Association  of  Machinists  and  Aerospace  Horksra 


Before  the 

U.S.  House  of  Representatives 

Subcommittee  on  Economic  Stabilisation 

of  the 

Committee  On  Banking,  Finance  And  Urban  Affairs 


Defense  Production  Act  Anendmsnts 


2220  Raybum  House  Office  Building 
Washington,  DC 
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Thank  you,  Hadaa  Chair.  My  tiaam  La   HIIIIoh  h.  winpisinqvr 
and  I  am  Intamatlonal  Prvsldent  of  th«  Int*Eiiatlonal  Asaociation 
of  Machiniats  and  Aaroapaca  Horkara  (lAM). 

The  lAM  reprsaencs  approximately  650,000  nanbara  Morklng  in 
•ome  32  induatrial  ssctors  in  the  United  Stataa,  Canada,  Panama 
Canal  Zona,  puaxto  Rico,  virgin  Islands  and  Pacific  Truat 
Tarritoriea.   Over  100,000  members  of  Cha  UH  are  angaged  In  tha 
production  of  gooda  or  services  for  the  Milltairy.  Ths  work  lAM 
menibers  perform  ranges  from  operations  and  maintanance 
production  and  aaaanbly,  and  rsaaarch,  development  and  tasting. 

Our  nanbership  includaa  professional  engineering  staff, 
designsra  land  technicians  precision  instrument,  tool  and  die, 
and  tool  planners   highly  sicilled  and  specialized  machinists  and 
machine  tool  builders   Our  members  must  have  a  high  degree  of 
knowledge,  education  and  training  in  ceramlCH,  electronics,  fibar 
optica  hydraulico,  mechanical  aervica  and  repair,  optics,  radar 
and  virtually  all  the  sophiBticatad  technologies  required  In 
today's  industrial  world.   Lasers,  scanners,  senaors  and 
computers  -  all  are  tools  of  the  trade  for  today's  lAM  meMbar. 
Nhen  we  dren  t  using  thaa,  wa  ara  vary  apt  to  ba  inatalllng, 
fixing  or  repairing  thaw. 

The  lAM  la  also  a  Baabar  of  tha  Matlanal  Council  for 
Industrial  Defense  and  participates  in  and  aupports  the  good  work 

of  that  organization. 

Ha  genuinely  appreciate  tha  opportunity  to  alt  bafora  this 
Subcomalttee  and  present  our  views  on  H.  R.  486,  containing 
amendments  to  tha  Defanaa  Production  Act  of  19S0. 

He  are  grateful,  Madaa  Chair,  that  you  and  the  mambera  of 
your  Subcommittee  have  eo  diligently  and  honeatly  focused 
attention  on  the  nation  3  industrial  base  over  these  past  aavaral 
yaara .   you  are  uniquely  providing  tha  Congress  and  tha  public  a 
view  of  our  industrial  complex  that  is  not  otherwise  raadily 
visible.    You,  your  Subcommittee  and  your  ataff  are  to  ba 
commanded  for  the  hard  work  and  results  you  ara  producing.   When 
I  last  testified  before  your  Subcommittee   two  years  ago,  I 
balieve   yours  was  a  lonely  voice.   Today  It  appears  you  ara  a 
bow  wave  of  concern  developing  in  the  Congress  over  tha  sorry 
plight  of  thia  nation's  industrial  base. 

The  PSX  deal,  as  I'm  aura  Brother  Bywatar  will  naka  claar, 
is  just  beginning  to  bring  it  all  to  a  head.   But  this 
legislation  and  your  subcomalttee ' s  work  goes  bayond  rasponding 
to  symptoms ■   You  are  treating  root  causas  of  tha 
deindustrlallzation  of  America.   Thosa  root  causes  of  trouble 
showed  Mp   in  the  civilian  industrial  base  long  bafoca  thay 
resulted  in  the  foreign  dependency  that  plaguaa  tha  health  and 
Integrity  of  our  military  industrial  base. 
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W*  saw  it  In  th«  steel  Industry  in  th«  lata  1S70«,  whan 
laporte  captured  over  one-quarter  of  ttM  U.S.  fflsrlwti  Btsal, 
Bokeca  started  diversifying  out  of  bualncsa,  dowisislng  and 
shutting  down  plants  at  a  coat  of  more  than  200,000  jobs.  Th« 
ateel  industry  didn  C  aak  and  neither  did  tha  Pantagon  aak,  if 
the  wholesale  shutdown  and  Inporc  takaovsr  aarved  national 
security  intarests. 

Ha  saw  tha  daclina  of  our  civilian  industrial  baaa  in  tha 
aarly  19BOs,  whan  Europaan  govamBanta  put  Airbus  in  tha  skiaa  to 

capture  25  percent  of  tha  world  narkst,  while  our  ovn  commerciel 
jetliner  companiBB  rfent  out  of  buslnasa  (LocJthaad];  severely 
downeized  [HcDonnell  Douglas);  or  launched  nfew  joint  production 
ventures  with  Japan  (Boeing  for  the  757  and  767,  and  tha  Boeing- 
China  deal  for  the  737).   At  tha  saaa  tima,  tha  U.S.  suffered  Its 
firat  cooMUtar  aircraft  trade  deficit  in  1981  and  today 
practically  all  conunuter  aircraft  are  foreign  produced.   Much  tha 
aasa  dacline  vas  experienced  by  the  general  aviation  Industry  In 
the  19BOs  Mot  until  the  FSX  deal,  did  anyone  from  government  or 
the  industry  sak  if  this  decline  had  national  security 
implicationa .   And  avan  today,  ^he  PSX  deal  is  being  sold  mora 
as  a  strictly  busineaa  deal  than  it  is  as  a  neceseary  natlonai 
security  arrangement.  Tha  canaarcial  aircraft  Industry  for  big 
jatliners  has  bounced  back  in  quantum  tarma,  but  that  craat  is 
paaking  or  a  wava  of  aging  flaata.  Hhan  thia  big  wava  haa 
dissipated,  what  will  Boeing  do  than? 

In  the  late  1970b  and  throughout  most  of  tha  19808,  tha 
nation  was  paralyzed  as  Japan  targeted  tha  U.S.  and  the  Horld 
s^^conductor  market.   By  198S,  Japan  had  captured  92  parcant  of 
the  U.S.  market  for  256,000  bit  computer  chips  and  98  parcant  of 
our  market  for  64,000-bit  chips.   The  miracle  of  Silicon  Valley 
turned  out  to  be  a  mirage,  as  tha  infant  chip  industry  thara 
shutdown,  packed  up  and  fled  to  the  Asian  Rim  countriaa.   Bran 
the  formation  of  Sematach  has  not  cut  our  loaaaa  In  the 
semiconductor  industry,  as  the  struggle  moves  on  to  the  super 
chip  and  aup^c'  computers.   Once  again  neither  the  industry  nor 
the  Pentagon  expressed  much  concern  about  thia  daclina  in  our 
industrial  baaa. 

In  tha  1960s,  the  most  advanced  sector  of  the  U.S.  machine 
tool  Industry  has  been  decimated  by  the  Japanese  and  other 
foreign  competitors.   In  1976  the  Japanese  had  just  3.*  parcant 
of  the  U  S  market  for  numerically-controlled  metal  cutting  and 
metal  forming  machine  tools   Today,  the  Japanese  have  more  than 
60  percent  of  the  market  and  are  still  on  the  move.   Neither  tha 
National  Security  section  of  the  Trade  Act  nor  unfair  trade 
statutes  could  stop  this  takeover   With  but  few  exceptions,  D.S. 
machine  tool  companies  now  are  mere  screw  driver  asaambly 
oparationa  for  machine  tools  built  in  Japan.   Whole  co^unitiaa 
of  skilled  machine  tool  buildara,  including  tha  skill  base,  hava 
been  wiped-out .   Our  own  hometown,  Hadam  Chair,  has  baan  one  of 
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ti)ose  hsrdsBt  hit.   Machins  tool*  axe  th«  varr  baa*  of  oux  total 
Industrial  base.  And  there  is  a  gaping  hole  that  has  yet  to  ti» 
plugged.   Only  recently,  hav*  we  heaid  the  wax  planners  express 
concern  over  the  loss  of  our  nachine  tool  industry. 

The  list  goes  on  and  on.   Rubber  and  synthetic  tires, 
talacoramunications  equipment,  autos  and  tann  tractors  and  heavy 
construction  equipment,  autDmatic  guided  vehicles  and  fork-lifts, 
netal  fasteners,  and  electrical  generating  equipment  such  ss 
turbines,  generators,  transfooMrs,  awitchgear  and  large  noton 
have  been  lost  to  an  international  cartel  of  Boropean  and 
Japanese  firms  ■ 


There  can  be  no  viable  war  pxoducUon  naohlne  without  these 
vital  basic  industries. 

Of  course  the  stories  about  the  loss  and  sell-out  Of  the 

the  compact  disk  ^re  long  gone.   And  now  we're  trying  to  decide  if 
we  want  establish  our  own  High  Density  Televisicn  InduHCry  (HDTV). 
Yes,  we  want  It.   And  Madam  Chair,  the  relationship  of  HDTV  to 
automatic  target  selection  has  enorinous  implications  for  our 
national  security.   But  the  concern  w*  hear  frca  Industry  and 
from  war  planners  is  a  feeble  one. 

Altogether,  scire  sixty  nations  ace  producing  key  and 
critical  components  and  parts  for  our  national  securifcyl   Soae 
really  exotic  places  like  Chad  and  Upper  Volga. 


Title  I  addresses  foreign  dependency  within  the  context  of 
conventional  warfare.  Sections  103  and  107  limit,  insofar  as 
possible,  production  of  existing  and  new  weapons  and  their 
systems,  including  all  parts  and  components,  to  domestic 
manufacturing  and  aaaembly,  within  the  next  fiViS  yeare   That 
ought  to  reverse  the  current  runaway  trend  of  soma  S20  to  S30 
billion  per  year  going  overseas,  at  a  coat  of  -about  420  000  jobs 
and  irt)o  knows  how  many  abandoned  defense -dependent  communities. 

tinder  those  sections,  planning  to  aeet  defense  production 
needs  for  at  least  six  months  following  any  declaration  of  war  or 
any  hostilities  sanctioned  under  a  War  Powers  Resolution  appears 
to  be  crisis  management  rather  than  genuine  production  planning. 

However  if  paragraph  (3)  of  section  107  was  prasantly  in 
affect,  then  the  macro  econoalc  Issues  involved  in  the  FSX  would 
have  more  readily  cone  to  light,   nie  econoalc  and  de£wis* 
production  impact  assessment,  irtilch  this  subsection  requires,  was 
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certainly  abssnt:  fron  the  announcement  of  the  F8X  d«al. 

He  believe  any  and  all  defense  contracts  l*t  off-shore  ought 
to  be  preceded  by  economic  luipact  atateraants.   We  would  Includs 
CO -product Ion  agresmants,  licenBing  agreements,  joint  VMtturas, 
offsets,  GATT  waivers  and  all  such  other  deals  and  orrangsMants . 

It  Is  shocking  to  am   that  Department  of  Defense,  with  all 
its  conputerised  sophistication,  has  failed  to  design  ox  develop 
a  nethod  to  track  off-shore  procuronent  and  foreign-sonrcing. 
Without  that  tracking,  it  would  eeem  to  be  Inpossible  for  war 
production  planners  to  know  what   thetc  limits  and  vulnerabilities 

More  than  anything  else,  this  lack  of  a  tracking  systaa  Cor 
procurement  tells  me  that  the  Department  of  Defense  no  longer  has 
real  national .security  as  its  central  concern.   It  has  bacone  a 
gigantic,  globe  girdling  Msapons  contract  business  and  acms 
merchants'  lotto.   Real  national  security  has  been  lost  in  the 
deal  Baking. 

So  we  approve  of  Title  I  and  the  domestic  production 
requirementa  economic  impact  assessments  and  the  critical 
industry  designations . 

c   national  security  demands  those 

However,  I  would  point  out  that  we  cannot  have  an  honest 
defense  industrial  base,  unless  we  first  reconstruct  oar  clTlIlan 
industrial  base.   And  I  don't  want  the  war  production  planners 
who  have  delivered  us  into  this  cuirt^^nt  mess,  to  be  responsible 
or  take  charge  of  the  inagnaninious  task  of  rebuilding  America. 

What  is  more,  I  don't  believe  war  production  planning  is  of 
the  most  immediate  urgency.  I  believe  peacetime  production  is  of 
the  most  immediate  urgency. 

This  nation  stands  on  the  threshold  of  a  golden  o^iortnnity} 
the  opportunity  to  throw-off  the  shackles  of  the  Cold  Her  and 
lift  the  excesses  of  the  military  burden. 

American  citizens  have  spent  something  like  $4  Trillion 
since  World  War  II  on  defense  and  national  security.   So  I  say 
let's  declare  victory  and  get  on  with  rebuilding  America  into  a 
peacetime  economy.   The  Soviets  are  no  longer  the  pcimary  enemy. 
They,  too,  Are  trying  to  throw  off  the  heavy  yoke  Of  militarism. 
I  do  not  make  that  statement  lightly.   I  have  been  there  and  1 
have  discussed  the  subject  in  a  nearly  two-hour  meeting  with  Mr. 
Gorbachev.   His  reforms  have  unloosed  a  tidal  wave  of  rising 
expectations .   I  do  not  see  how  those  expectations  can  b« 
thwarted.   Certainly  Mr.  Gorbachev  wants  them  fulfilled.   And  eo 
do  the  citizens  and  trade  unionists  I  had  an  opportunity  to  visit 
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with,  outaide  his  officas. 

The  nation  would  be  remisB  in  ics  historic  role,  if  It  fails 

to  S66  the  genuine  opportunity  Co  achieve  a  cessation  of  tha  ams 
race  madness.  We  must  not  drag  our  feet,  look  cynically  upon  th« 
new  Sj'.;t  :::■_'_•_,,  ivion,  and  hope  that  it  fails  He  must  work  for 
its  succeas,  not  in  the  name  of  national  security,  alone,  but  in 
the  name  of  advancing  the  caassa  of  peace  and  democracy. 
Democ:.  .  n  small  Steps,  as  in  China  and  aa  in  th« 

Sovi^!   .L  :..' : .      But  they  a«  positive  stepB   nevertheless. 
Peace  can  be  had  now.   The  Cold  War  can  be  declared  at  an  end. 

The  real  enemy  of  America  is  evidenced  by  our  nega  federal 
deficits,  our  position  as  the  world's  all-time  debtor  nation,  our 
dependency  an  foreign  capital  and  foreign  production,  our 
decline  to  something  like  lOth  or  12th  place  in  standard  of 
living  rankings. 

Title  II  of  H.R.  496  addresses  the  real  emergency  Issues  of 


many  critical  inetari-.-  ■-'!:,  exported  or  aold-out  and 

shutdown  in   too  raarlj  .  .  i.  .-^s;     (2]  the  enormous 

deterioration  in  *ur  ;' y  ■ .  ■-    . -. :"  ;-:!3tructure ,  which  will  require 
some  S2  or  S3  Trillions  :.□  rafurbish,  repair  and  rebuild  over  the 
next  decade;  {3)    staggering  environmental  problems  and  hazardous 
and  toxic  wast*  disposal  problems,  due  In  no  small  part  to 
producing  for  the  military;  (4   the  need  to  make  careful 
preparation  and  plans,  if  serious  economic  dislocations  are  to  be 
avoided,  as  the  Cold  War  winds  down  pending  aims  reduction 
agreements  are  consuimnated  and  defense  acquisition  and 
procurement  budgets  and  weapons  manufacture  are  all  cutback, 
downsized,  stretched-out  or  teminat*d. 

While  Title  II  does  not,  as  presently  written,  provide  the 
means  to  develop  solutions  to  all  these  probleas,  it  can  with 
some  revisions,  get  this  nation  on  the  way  to  rebuilding  America. 

Defense  Economic  Adjustment  is  the  first  required  step. 

It  is  the  process  to  assure  orderly  transition  of  labor, 
machinery,  plant  and  other  economic  resources,  that  will  be  Idled 
as  military  production  slows  and  ceases. 


Basically,  viable  defense  economic  adjustnent  muat  contain 
certain  core  elements.  These  includei   (1)  at  least  one  year's 
notice  to  communities,  contractors  and  employees  that  their 
military  work  is  going  to  be  cutback,  reduced  or  terminated  (2)  t 
national  defense  economic  adjustment  commission  much  like  the 
military  base  closing  commission,  to  oversee  and  help  develop 
economic  adjustment  plans  for  impacted  defense-dependent 
communities  and  companies  (3)  a  community  economic  adjustment 
planning  grant  program  to  (4)  assist  in-plant  alternative  use 
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committees,  consisting  of  labor  and  trade  union,  management  and 
professional  engineering  staff,  to  search  and  seek  ways  to  keep 
their  company,  their  Jobs,  and  their  community  viable  and  whole, 
producing  sosiething  other  than  military  products  and  services. 

A  fifth  essential  element  of  defense  economic  adjustment  is 
an  entitlement  program  for  defense  workers   consisting  of  wage 
and  income  and  health  benefit  maintenance  and  education,  training 
and  retraining,  during  the  time  of  transition  from  military 
production  to  alternative  production   Military  production 
employees  are  called  into  their  jobs,  much  like  uniformed 
military  inducteea  and  volunteers.   They  perform  in  the  nave  of 
national  security,   when  they  are  no  longer  needed  then  they 
should  be  entitled  to  adequate  adjustment  assistance  much  as 
veterans  of  wars  are  entitled  to  certain  benefits. 

Finally,  the  key  to  it  all  is  finding  the  money  to  pay  for 
the  program.   I  would  like  to  advance  an  old  and  demonstrably 
wor]cable  concept.   It  comes  without  needing  to  upset  the 
Congressional  Budget  process,  nor  does  it  require  new  or  special 
appropriations.   It  is  the  simple  set-aside.   He  suggest  the  fund 
to  pay  for  this  defense  economic  adjustment  program  could  lie  had 
by  setting  aside  roughly  two  percent  of  the  Operations  and 
Maintenance  Procurement,  RDTfifi  and  Military  Construction  budgets 
of  DoD  and  two  percent  of  the  Energy  Department   Budget  each 
year.    Add  them  up  and  leas  than  1.87  percent  of  the  cost  of  ooi 
debilitated  war  machine  can  be  addressed  to  rebuilding  America 
toward  a  full  employment  peacetime  economy,  without  impairing  onx 
real  national  security  needs • 

Madam  Chair,  several  trade  unions,  including  ourselves  and 
other  interested  groups  have  been  debating,  discussing  and 
developing  this  program  over  the  past  few  months  and  weeks.   In 
the  very  near  future  we  think  we  can  submit  for  your 
consideration  a  workable  and  realistic  full  dress  pcoposal. 

Economic  dislocation  due  to  changes  in  defense  coMnitBants 
result  from  an  act  of  the  federal  government,  rather  than  sis  a 
consequences  of  market  forces .   They  should  be  ameliorated  by  an 
Act  of  Congress . 

Thank  you  again  for  your  time  and  consideration.  I  shall  be 
glad  to  answer  such  questions  as  you  and  the  members  of  th« 
subcommittee  may  have. 
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BtafMnt   of  WilllM  H.    BVOTf f 

MadttM  Chair,  ■•mbar*  of  tha  subcoaaitt**,  I  •■  Nilllaa 
Bywatar,  Praaldant  of  tha  IntamaCional  Dnlon  of  21aotranlo 
Hoirlcara  (lUE) ,  AFL-Cio.  I  appraclata  your  invlfcatien  to  onoa 
again  coaa  bafora  thla  Subcoaaittaa  and  ahaira  wltb  you  tba 
concarna  of  the  lUE'a  200,000  aaabara  on  tha  critical  vattar  of 
protacting  our  natlon'a  dalanaa  Induatrlal  baaa. 

I  ballava  that  thara  ara  thraa  laportont  facata  to  thla 
iasua,  and  H.  R.  486,  tha  Da£anaa  Production  Act  JUtandaanta  of 
1989,  goaa  a  long  way  toward  addressing  each  of  thaM.  First,  tha 
Praaidant  would  ba  raquirad  to  Insura  that  thara  la  a  vlabla 
doaaatic  aourca  for  all  dafanaa  products.  This  provision  would 
Btaa  tha  unpracadantad  tlda  of  foralgn  sourclng  idiich  thraatans 
not  only  our  lutura  induatrlal  capacity  but  alao  our  national 
security  In  a  tina  of  crisis, 

At  tha  saaa  tiaa,  donastlc  sourclng  for  dafanaa  products 
will  put  an  and  to  the  daatruotlva  tandanoy  to  giva  away  our 
nation's  economic  aaeurlty  in  tha  name  of  our  national  security 
intaraats.  For  exanpla,  what  ara  wa  protecting  when  we  offer  to 
cD-davalop  tha  FSX  fighter  jet  with  tha  Japanese  and  in  the 
procesB  asBlst  in  thair  plans  to  develop  thair  own  conmarclal 
aircraft  Industry  to  compete  with  ours? 

And  last,  tha  means  would  finally  be  established  by  which 
tha  victims  of  changing  defense  budget  priorities  can  ba  aparad 
tha  trauma  of  economic  dlslooation.   It  is  high  tlae  that  wa 
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r*oognli«  that  our  Aatlon'a  allltary  Indiwtrial  polioy  Hist 
Inoluda  provlaloiw  to  protaet  our  eitl>«iw  and  oa^^aMtLtimm  trtm 
th*  l^Mot  of  baaa  clofllnga,  oontracrt  eanoallatlan*  tnS  b«df«C 
balanalng. 

I.    DMCBSTIC  SOORCIHC 

Halntalnlng  our  dafanaa  Induatrlal  bBS*  la  livaztant  to  botb 
our  natlon'a  aaonoala  and  national  aaourlfcy.  Tba  Oafana* 
Oapartaant  haa,  for  nany  yaara,  baan  tba  major  aoorea  of  fmO^ng 
for  th«  raaaaroh  and  davalopaant  of  naw  taAnelegy  in  our 
aoonctty.  Many  of  thoaa  dafanaa  applloatlona  awantually  flltar 
down  to  buainaaa  and  oonauaar  Harkata.  Mbila  dafanaa  R  ft  D  w^ 
oontinua  to  ba  dona  doMaatlcally,  tba  wlda  dlatributlon  of  aucta 
tachnologlcal  Innovation  throu^out  tha  aoonony  dapanda  upon  tb* 
atruotura  of  our  aanufaoturing  aaotor.  If  our  nation  doaa  npt 
hava  a  atrong  dafanaa  nanufaoturing  oapaolty,  tha  banaflta  of 
toebnological  iMprevavanta  In  tha  eonMreial  Mnufaoturing  aaotor 
will  acorua  to  othar  natlon'a  oocmoay. 

AMorioa'a  only  Induatrlal  policy  to  data  liaa  baan  axtanalva 
fadanl  govamMant  aupport  of  dafanaa  produotlon.  Suggaatlena 
that  othar  induatrlas  ought  to  bava  auoh  aupport  bava  oftan  baan 
attackad  with  tha  aaaartlon  that  "tha  govonntant  ahould  not  g^ 
involvad  In  plcXing  wlimara  and  losera. "  Vat,  it  ia  claar 
anough,  though  raraly  atated,  that  defsnso  apanding  and 
proouraaant  pollolaa  bava  aada  many  conpanlea  into  big  winnars. 

Aa  you  know,  avployara  in  *any  industries  have  presentad 
thalr  workara  with  daaanda  for  lower  wages  during  tha  past 
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d*oad*.  This  has  b*en  happttnlng  throughout  our  •conosy,  aa 
proflta  havtt  baan  aquaezed  by  coapetltlva  praaauraa  oraatad  by 
tba  bahavior  ol  Bultinational  corporations.  It  is  significant, 
howavar,  that  in  rscant  yaars,  this  concassionary  atMoapbaira  has 
Bvan  apraad  into  tha  highly  profitable  defenaa  Industries. 

When  a  profitable  employer  presents  workers  with 
concessionary  demands,  the  company  frequently  combinas  those 
demands  with  threats  that  production,  jobs  or  the  whole  plant 
will  be  moved  to  another  location.  So*e  yaars  ago,  that  location 
was  typically  a  low  wags,  non-union  state  in  tha  South  or 
Southwest.  Today,  it  is  likely  to  ba  a  location  out  of  tha 
country  altogaChar.  Corporationa  have  many  opportunities  to 
Improve  their  already  healthy  profitability  by  utilizing  low-wage 
labor  in  Mexico,  the  Caribbean,  the  Far  East  and  Central  and 
South  America.  At  present,  the  prime  defense  contractors  receive 
large  military  contracts  and  then  turn  around  and  subcontract 
much  of  tha  work  to  foreign  firms  or  to  their  own  subsidiaries  in 
low-wage  countries.  H.R.  4S6  would  remedy  this  situation. 

One  of  our  local  unions — lUB  Local  1102  in  St.  IiOuis~cama 
up  against  this  kind  of  problem  last  year  in  its  negotiations 
with  the  Enarson  Elactrlc  Corporation  and  its  Electronics  and 
space  Division.  In  an  interview  with  tha  St.  Louis  Post 
Dispatch ■  the  Emerson  division  president  estimated  that  tha 
ooipany  would  save  almost  thraa-quartars  of  a  aiillion  dollars  in 
tha  first  year,  by  moving  some  of  its  defense  production  to 
Juaraz,  Maxico.    According  to  the  interview,   it  waa  "tha 
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co^^ktltlon"  that  wa«  forcing  the  coapany  to  nova  work  to  Kaxloo, 
citing  th«  prasanca  o£  plants  ownad  by  Hastlnghouaa,  Rockwall 
Intamational  and  Hugbaa  AircraCt,  along  tha  Mexican  bordar. 

According  to  thla  aicaoutlva,  "tha  ovarall  aconony  aay  not  ba 
In  racaaaion,  but  the  defanae  industry  ia."  Tha  lapact  of  this 
racaaslon  would,  aa  uaual,  fall  aolaly  upon  tha  workara.  The 
coapany  planned  to  eliminate  alnoat  35t  of  the  joba  at  tha  St. 
Loula  plant,  and  Mive  the  work  to  Heiclco,  whara  it  would  pay  an 
average  wage  of  $9.67  per  day,  rather  than  $11.00  par  hour  in  St. 

Thla  type  of  oE^ortunlty  to  add  alKoat  a  Billion  dollara  to 
the  bottoK-lina  influencea  tha  dec la ions  of  aoat  corporata 
aanagara.  lOiat  I  find  otoat  dlaturbing  about  thla  particular 
altuation,  howavar,  ia  that  the  workera  yAo  are  loaing  their  joba 
are  taxpayera  who  have  contributed  to  pay  the  bill  for  tha 
dsfensa  work  which  ia  being  Moved  out  of  the  country.  Thoae 
workera  have  a  paraonal  atake— both  aa  workers  and  as  taxpayera— 
In  keeping  a  viable  defense  Induatrial  base  within  our  own 
bordara.  A  rational  defenae  pracure«ent  policy,  auch  aa  that 
•uggeated  in  H.R.  486,  would  force  Aaerican  coapanlea  to  ooapete 
douaatically  on  the  baaia  of  non-wage  competition,  rather  than 
inducing  them  to  search  the  world  over  for  tha  cheapest  and  nost 
exploitable  labor  force. 

II.  RZAL  NATIONAL  SECURITY 

The  Bush  Adalniatration'a  recant  agreevent  with  the  Japanaaa 
to  co-develop  the  new  FSX  fightar  jat,  la  a  perfect  exaapla  of 
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our  govamment'a  willingness  to  ignora  Uis  impact  of  it*  tar«i9n 
policy  deciaions  on  our  nation's  eccnoay,  and  to  ratlonalil*  sucb 
«conoaic  lossas  in  t«rm«  of  geopolitical  gain^  At  this  tin*,  thm 
Most  criCioal  thraat  Co  our  national  accurity  nay  b«  th*  daoay  of 
our  acononic  strength.  Our  trade  deficit  remains  at  record 
levels,  costing  us  hundreds  of  thousands  of  jobs,  particularly  in 
manufacturing.  Tbs  aircraft  and  aerospace  Industry  la  the  on*  of 
the  tev  remaining  sectors  in  which  we  consistently  export  hots 
than  ve  Import.  How  the  FSX  deal  threatens  to  undenin*  •¥•» 
that  success. 

The  Administration  has  suggested  that  the  PSX  will  generate 
about  $2.4  billion  in  U.S.  production  work.  Compare  this  with 
our  nor*  than  $300  billion  trade  detioit  with  Japan  accumulated 
during  the  19B0's.  That  comparison  leads  me  to  believe  that  It 
is  the  reduction  of  this  trad*  deficit  with  which  we  need  to  get 
mors  Jai^nese  cooperation.  It  is  long  past  ths  time  for  Japan  to 
do  what  they  have  already  agreed  to  do— that  is,  to  buy  JUterloan 
products  which  are  of  higher  quality  and  lower  in  price  than 
anything  they  can  produce  theoselves. 

The  Administration  has  advanced  a  series  of  strstegio 
reasons  for  pressing  the  FSX  agreement.  Primary  among  them  is 
the  idea  that  FSX  will  allow  Japan  to  undertake  a  greater  rols  in 
the  defense  of  shipping  lanes  and  other  strategic  Intervsta  In 
the  Far  East.  It  Is  claimed  that  if  they  do  so,  the  burden  of 
defending  that  part  of  the  world  will  be  mors  equitably  shaired 
and  U.S.  defense  costs  will  thereby  be  reduced.   However,  this 
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•trat*gla  advwitag*  tfiBKCViitlY  will  not  b*  rMtliavd  vintll  1997, 
utd  tlM  JapuMaa  D«C«n««  roroas  will  o»nClim*  fca  )»•  ■■drtlwJ  witk 
obsol«t«  r-l  £l9ht«ra,  kneim  to  b*  iiw«pftbl«  of  Um  bIscIcb  Um 
P8X  !■  d«sigiMd  to  do. 

PTOduotlon  of  tiM  P8X  Is  not  alatvd  to  bagin  until  1>»3. 
with  tba  first  pluMs  dslivarsd  in  l»»7.  only  130  plan**  vlll  b« 
produoad,  aaaning  that  aach  will  oarry  a  prioa  tag  of  $*t 
■illion.  Davalopaant  ooata  alona  will  axoaad  |9  aillion  par 
plana.  Such  a  lialtad  run  will  not  allow  tha  production  Una  to 
follow  Its  laamlng  ourva  to  raduoa  tixad  ooata  par  unit. 

Tha  rationale  of  dafanaa  burdan-ahariug  in  tba  oaaa  of  F8X 
la  a  aaoka  acraan.  Thara  ara  mch  mora  iaaadiata  and  aoonoaloal 
waya  for  tha  Japanaaa  to  contributa  to  tba  ooata  of  tbaic  own 
dafanaa.  If  thay  wars  to  diractly  purchaaa  our  highly 
aophiaticatad  ?-lS  fightara,  it  would  coat  thaa  laaa  monay, 
iaaadiataly  raduca  our  trada  dafioit  and  anabla  thaa  to  Bora 
raadlly  abara  a  graatar  part  of  tba  dafanaa  of  tbalr  raglon. 

Tba  luz  doaa  not  baliava  that  tha  Japanaaa  are  aoononioally 
foolish.  Thara  la  avary  reason  to  baliava  that  tha  aajor 
advantaga  of  tha  FSX  projact  to  tha  Japanaaa  Is  that  It  will 
greatly  assist  tha  davalopnant  of  tbalr  own  aaroapaoa  induatry. 
Tha  DSTR  recently  notsd  that,  "tha  Japanese  Govamvant  plans  to 
■aka  aircraft  production  one  of  Japan'a  major  industries  within 
20  years."  Already  the  Japanese  aircraft  parts  industry  has 
BBtabliahad  a  major  foothold  in  tha  United  States,  tripling  its 
sales  In  this  country  between  1900  and  19S7.   Boeing  passenger 
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j«ts  alrsady  inolud*  as  auch  as  25t  JapaiMB«-Bad«  oomponmtM , 
Ttirn  Japanas*  aconoay,  with  Its  ■anufaoturlng  and  flnmnoiKl 
■trangth,  oan  Maka  good  uaa  of  tha  PSX  projaot  to  radoubla  ita 
afforta  In  aarospaca  and  Maka  great  atridaa  toward  th*lr  goal  of 
•Btabllahlng  laadarahlp  In  y«t  anothar  vital  Industry. 

Tha  noat  raoant  Mamorandua  of  Undaratanding  on  tba  TBX 
covara  only  tha  davalopaant  phaaa  of  tha  projact.  It  will  ba 
four  or  sofa  ysara  baCora  tha  production  agreamant  would  b» 
nagotisted.  By  tha  tima  thoaa  nagotiationa  bagin,  I  hop*  to  mmm 
■ona  changas  in  parsonnal  in  tha  Exaoutiva  Branch.  Tha  praaant 
Admin  i  at  rat  ion  Bays  that  concams  about  the  production  phaaa,  ara 
pranatura.  On  the  contrary,  I  baliava  that  tha  fact  that  th« 
production  dataila  hava  baan  la ft  open  laavas  our  dafana* 
industrial  base  in  a  vary  vulnerable  poaitlon.  If  wa  wait  tour 
yaara  before  wa  finalize  tha  production  tarma,  tha  Japaneea  may 
decide  to  produce  FSX  on  thair  own,  and  we  will  have  alraady 
provided  tha  technology  to  support  thair  endeavor.  Ma  naad  to 
know  UP  front  exactly  which  production  work  will  ba  perforaad  in 
the  U.S.  and  which  will  be  perfonaed  by  the  Ja|?anasa. 

Tha  so-called  clarifications  which  our  "crack"  nagotlatera 
hava  recently  wrested  from  the  Japanese  do  not  avan  begin  -to 
address  uy  other  concams  about  this  projaot.  First,  tha 
Adainiatratlon  olaias  that  technology  tranafarrad  to  Japan  will 
ba  "appropriately  limited  and  carefully  controlled."  At  tha  aaaa 
ti*e,  "our  side"  has  supposedly  figured  out  which  areas  of 
Japanese  technology  wa  seek  to  have  access  to,  and  undar  Mbat 
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conditions.  R«c«nt  CAO  reports  hsv*  indicatsd,  hovavsr,  that  the 
Bo-callod  "BdvancBd  tachnology"  w*  axpsct  to  gain  access  to  as  a 
result  of  ?SX,  Is  taclmology  that  is  alrsady  well  known  to  U.S. 
aerospace  coNpanies.  Someone  Ims  observed  that  new  technology  is 
any  technology  that  you  don't  already  have.  Fron  that 
perspective,  the  Japanese  are  well  on  their  way  to  acquiring 
important  A>erican  technology  which  will  aid  in  their  efforts  to 
build  a  dovastic  aerospace  industry.  Our  nation,  on  the  other 
band,  is  about  to  give  up  iaportant  intor>ation  for  more  of 
sonetbing  that  we  are  already  have. 

The  Department  of  D«fense  views  the  7SX  agreement  as  a  model 
for  future  co-develo|pment/co-production  deals  with  other  nations. 
Defense  Secretary  Cheney,  in  his  testimony  to  the  Rouse  Foreign 
Affaire  Coamittee,  has  suggested  that  the  technology  which  we 
hope  to  obtain  from  Japan  will  help  us  to  develop  the  neict 
generation  of  fighter  jets.  Madam  Cbalr,  If  we  see  a  eeriea  of 
deals  like  FSX  over  the  next  decade,  I  wonder  if  by  the  time  we 
set  out  to  develop  those  new  aircraft.  It  will  b«  more  economical 
for  the  U.S.  to  simply  buy  our  jets  from  the  Japanese.  Norse 
yet,  I  wonder  if  we  will  even  be  able  to  afford  them.  By  that 
time,  I  am  not  eure  just  what  we  will  have  left  to  defend. 

III.  ECCWOKZC  DISLOCATION 

Z  would  now  like  to  briefly  address  the  second  part  of  H.R. 
436,  which  has  to  do  with  preparing  for  the  conversion  of  defense 
industrial  CBollitles  to  other  productive  uses  once  a  decision 
has  been  made  to  (phase  out  the  production  of  the  defense  syetems 
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previously  ■onufacturad.  MadaM  Chair,  tli«  IDE  vigorously 
siVPort*  this  part  of  your  legislation,  as  wall. 

tftiils  other  uinuf&aturing  industcisa  bav«  bmmn  largsly 
ignorsd  by  national  policy  during  ths  Itsagan-Bush  sra,  dsfsnss 
production  has  sxparlsncsd  ths  greatsst  psacstlas  booB  In  our 
history.  As  a  rssult  of  ths  coBbinatlon  of  this  dsfsnss 
industrial  policy  and  a  lalsss«  fairs  tax  policy,  ws  srs  new 
confrontBd  with  a  sariss  of  diltioult  problsms.  Ths  national 
dsbt  has  slcyrocktttadr  the  dsfsnss  procursasnt  proosss  has  grown 
Increasingly  wasteful  and  corrupt  and  public  tolerance  for  the 
situation  has  rsached  its  Halt.  The  budget- cutting  aood  has  now 
spread  to  the  Pentagon.  Those  Induetriaa  irtilch  have  bean 
benefiting  frcoi  govemnent  largeaa  are  now  threatened  with  cute 
In  funding  and  a  resultant  loea  of  jobs. 

Kadaa  Chair,  I  believe  that  the  livelihoods  of  American 
workers  should  not  bs  aubjactsd  to  the  oyoles  of  sipsnding  and 
cutting  which  characterise  the  defense  induatry.  niase  are 
busineasaa  which  are  not  subject  to  the  eo-callad  "diaoipline  of 
the  marketplace."  Instead,  decisione  made  by  Congress  and  the 
Executive  Branch  directly  affect  the  futures  of  nillions  of 
Aaarican  workers  and  their  families.  These  workers  ought  to  have 
an  opportunity  to  maintain  their  living  standards,  even  If  our 
nation's  leaders  deolda  that  ths  product  of  their  labor  Is  no 
longer  necessary.  Title  II  of  this  legislation  holds  out  that 
opportunity  and  I  believe  that  such  policy  In  thie  area  is  long 
overdue.  Thank  you,  Hadam  chair,  for  your  kind  attention. 
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Thanic  you,  Hadam  Chair.   Hy  name  is  Bill  Phillips  and  I  am 
President  of  the  KnTIONAL  COUNCIL  FOR  IKDUSTRIAL  DBFBHSB  (HCID) . 
We  appreciate  youc  leadership  in  the  fight  to  strengthen  the  Aaeri- 
can  industrial  base  and  your  sponsorship  of  H.  R.  4SG,  the  Defense 
Production  Act  Amendments  of  1989. 

Our  organization  is  a  Washing ton -based,  non-profit,  non-partisan 
group  founded  in  1986  to  support  and  encourage  public  policies  to 
strengthen  our  industrial  manufacturing  capability  and  our  national 
defense.  HCID's  memberahip  constituency  of  more  than  5  million  Asieri- 
cans  includes  amall  and  medium-sized  manufacturing  firms,  labor  unions, 
trade  associations,  and  individual  citizens  concerned  about  the  ero- 
sion of  our  industrial  base.  Ws  are  likewise  alarmed  over  the  many 

American  jobs  and  vital  manufacturing  skills:   our  ir.creasing  depen- 
dence on  offshore  aources  for  key  elements  of  our  weapons  systems; 
the  exportation  of  vital  scientific  and  technological  data;   and  the 
increaaing  numbers  of  American  industrial  firms  that  are  being  ac- 
quired by  their  foreign-based  competitors. 

HCID  has  testified  at  numerous  House  and  Senate  hearings  over 
the  past  several  years  about  the  root  causes  of  American  industrial 
base  erosion  and  what  must  be  done  to  reverse  that  trend .  A  conpre- 
hensive,  we II -coordinated  approach  is  essential  if  our  nation  is  to 
once  again  become  the  'arsenal  of  democracy'  in  the  event  of  a  na- 
tional emergency  threatening  the  free  world.  That  is  why  we  strongly 
support  your  bill,  H.  R.  486  and  endorse  the  use  of  the  Defense  Pro- 
duction Act  of  19  50  as  the  logical  vehicle  for  the  needed  revitaliia- 
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tion  of  our  key  industrial  reaourcea  upon  which  a  strong  national 
defense  ultimately  depends. 

I  hope  that  this  teatiniony  vill  not  be  viewed  as  an  overly 
pessimistic  appraisal  of  the  problem.  Actually,  the  overall  outlook 
for  significant  forward  movement  is  far  more  bright  today  than  whan 
I  first  appeared  here  ducing  your  July,  1987  industrial  base  ovac- 
sigtic  hearings.  At  that  tine,  the  tern  'industrial  base'  waa  hardly 
heard  in  public  forums.   Then  Assistant  Defense  Secretary  Robert 
Costello  had  just  begun  his  "industrial  bsae  initiative,'  first  dis- 
cussed here  during  his  July  Sth  testimony.   FranXly,  Hadam  Chair, 
HCTD  then  seemed  to  be  a  dim  voice  crying  out  in  the  wilderness, 
pleading  for  public  attention  to  be  focused  on  what  we  perceived  to 
be  an  urgent  national  concern.  Within  months,  new  voices  were  join- 
ing in  the  demand  for  affirmative  policy  direction  to  deal  with  our 
industrial  base  decay.   By  September,  1987  when  your  hearings  re- 
sumed, leading  spokesmen  from  industry,  labor,  and  the  public  sector 
appeared  to  express  their  concerns  about  the  ominous  developments 
that  threatened  our  American  manufacturing  future  and  the  security  of 

Certainly,  much  progress  has  been  made  since  1987.  Last  year, 
your  subconmittee  held  additional  hearing*  on  your  bill,  H.  R.  4037, 
the  predecessor  legislation  to  B.  R.  486,  and  favorably  reported  it. 
A  series  of  industrial  base  amendments,  offered  by  Senators  Dixon 
and  Bingaman,  were  enacted  as  part  of  the  FY  19B9  Defense  Authoriza- 
tion Act  {P.  L.  100-456)  .  These  provisions  were  certainly  important 
steps  in  the  right  direction,  and  long  overdue.  Meanwhile,  the  Cos- 
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tello  report  'Bolstering  Industrial  Competitiveness'  was  releaaad  in 
July,  19S8.   It  franlcly  acknowledged  DoD  policy  shortcomings  In  deal- 
medial  actions  deemed  necessary  to  reverse  the  decline.   Tha  Congcea- 
aional  Office  of  Technology  Assessment  (OTA)  iaaued  a  comprehanaiTe 
study  of  the  Defense  Technology  Base  and  the  Air  E'orce  AaSDCiatlon 
released  its  detailed  study  'Lifeline  in  Danger:  An  Assesanent  a£  tha 
United  States  Defense  Industrial  Base."   This  was  aoon  followad  by  a 
report  by  the  Defense  Science  Board,  'The  Defense  Industrial  and 
Technology  Baae."  All  of  these  studies  —  governmental  and  private  — 
reached  remarkably  similar  conclusions  about  the  serious  conaequanca* 
of  America's  industrial  base  decline.  They  also  helped  to  confira 
iDoat  of  the  key  findings  presented  by  NCID  at  Congressional  haaringa. 

Although  most  of  the  policy  recommend at iona  of  the  Coatallo  re- 
port have  yet  to  be  implemented  during  the  Pentagon  leadership  tran- 
sition period,  DoD  has  established  the  Defense  Hanufacturing  Board, 
chaired  by  Thomas  J.  Murrin.  The  Board  has  been  given  broad  mandataa 
for  policy  recommendations  to  the  Dndsr  Secretary  of  Dafana*  (Acgul- 
aition)  affecting  our  defense  industrial  base. 

Testimony  already  received  by  this  subcommittee  on  H.  R.  4B6  re- 
flects a  growing  awareness  of  the  urgent  need  for  comprehanaive  in- 
dustrial base  action.   Broad  bipartisan  support  for  the  objectiv«a  of 
H.  R.  486  has  been  expressed  by  many  diverse  organizations.   Tha  noat 
recent  report  by  the  Center  for  strategic  i    International  Studlea 
(CSIS)  "Deterrence  in  Decay:  The  Future  o£  the  U.  S.  Defenaa  Induatxial 
Base'  adds   another  important  impetus  to  this  Issue.   Admiral  Thonas 
H.  Moorer,  one  of  the  distinguished  leaders  xn  that  CSIS  study,  tea- 
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tlfied  here  laat  veek  in  support  of  B.  tt,   486.   It  is  atgniticant 
that  the  cochairnen  of  the  C5IS  project  steering  cooniittee  were 
Sanatoce  JefC  Bingamon  and  John  HcCain.  Certainly,  the  concerns 
ovec  the  threat  of  our  industrial  baa*  erosion  are  not  a  political  or 
partisan  isBue,  but  one  on  which  all  Anericans  must  be  united. 

He  are  alao  heartened  by  the  support  for  atrengthening  the  de- 
fense industrial  base  voiced  by  our  neM  Defense  Secretary,  Richard  B. 
Cheney,  during  his  Senate  confirBatian  hearing  and  reaffirmed  by  his 
remarks  following  his  swearing-in  cerenony.  He  are  likewise  grati- 
fied by  the  positive  industrial  base  concerns  by  Commerce  Secretary 
Robert  h,   Mosbacher  and  by  the  tough  foreign  trade  stance  taken  by 
U.  S.  Trade  Representative  Carla  Bills.  Obviously,  there  must  be  a 
hamonious,  coordinated  national  policy  franevork  involving  these  key 
Executive  officials,  and  also  the  secretary  of  state.  We  sincerely 
hope  that  thia  new  interdepartntantal  awareneaa  o£  the  vital  importance 
of  the  American  industrial  base  in  defense,  commercial,  trade,  and 
diplooiatic  areas  will  be  reflected  in  the  testimony  given  this  sub- 
committee by  Executive  branch  witneaaea  tomorrow. 

Madam  Chair,  we  look  forward  to  working  closely  with  you  and  the 
Members  of  thia  aubcamiittee  in  the  coming  manths  on  B.  R.  486  to 
help  achieve  our  mutual  objectives  —  the  rejuvenation  of  America's 
industrial  base  that  will  assure  a  stronger,  more  reliable  national 
defense  anchored  by  proven  American  productive  capabilities. 

Before  dtscuaaing  the  specific  provisions  of  H.  B.  4B6,  I  would 
like  to  outline  seven  of  the  Major  problem  areas  that  have  contribu- 
ted —  over  the  years  —  to  Che  decline  of  our  Amerii 
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I  will  merely  list  then  ta  aave  time  during  ay  oral  px*maii< 
.on,   but  will  be  pleased  to  elaborate  if  you  ao  desire. 

1.      lACK  OP  ft  COMPRgHSHSIVE    IHbtlSTftlAL    BASE  NATIONAI,  POLICY  - 


the    failuce  of    top  -govei 
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:al  le 
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itionships   amont 
md   technology 


econonic  trade  policies,    deft 
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the  role  of  tax   and   fiscal   policies   as    thay  aCfaCt  tb* 

growth  of  multinational  corporate   neCwoiks 

the   failure  of   DoD  procurement  mechanisms    to  anfoEca 

existing    lavs  and    cegulations  mandating   the  praser- 
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the  devaluation  of  the  dollar,   resulting  in  rashroaa- 
ing   offshore    investment  in    the  U.    S.    and   the  acquisttion 
of  major  American  manufacturing   firms      including   •ONS 
important  defense- related   industries: 
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:o  RECOGHIZE  A-ND  TQ  COUNTEBACT  THE  GLOBAL  EgONOHIC 
BEING  WftGED  fiOMHST  US  — 

o  offshore  governments  (often  our  global  alHasl  have 
waged  blatant  economic  warfare  against  the  u.  S. 
through  a  aeriea  of  anti-competitive  trade  pcactica* — 
"the  " targeting'  of  specif ic  industries  for  takeover 
or  extinction  by  predatory  pricing  mechanlsmB  --  the 
wbolesale  "dumping'  of  their  products  in  the  Ameri- 
San  Barketplaca  —  "low-ball"  bidding  practices  to 
gain  vital  technology,  marketing  experience,  and  in- 
itial access  to  the  American  consumer  markets  —  cOl- 
lualon  among  multinational  companies  and  governments 
and  aioilar  anti-truat,  monopolistic  devices  that  would 
be  illegal  if  carried  out  by  American  firma  sngaged  in 
domsBtic  competition 

o  the  disproportionate  degree  to  which  these  typas  Of 
predatory  practices  by  foreign  Industrial  firms  ad- 
voraely  impact  on  smaller  American  buslnessea  that 
manufacture  both  commercial  and  defense-related  itemsi 

o  the  resulting  increases  in  bankruptcy  rates  among  such 
amaller  producers  driven  from  the  domestic  marlcets  by 
such  predatory  devices,  the  lose  of  hundreds  of  thousands 
of  American  skilled  jobs,  the  weakening  of  the  American 
supplier  base,  and  the  increasing  difficulty  for  lower 
tier  producers  to  finance  modern  manufacturing  process 
technological  improvements  to  enhance  their  competitive 
position ;   and 

glomerates  (including  many  [I.  S.  defense  prime  contrac- 
tors) to  locate  their  key  production  facilities  abroad 
to  gain  perceived  marketing  aCceSa  -Or  competitive  ad- 
vantages, thus  blurring  national  loyalty,  contributing 
to  the  decline  of  American  industrial  and  technological 
strength,  and  making  3uch  offshore  defense  production 
facilities  tnore  vulnerable  to  a  potential  aatimg   attack. 

The  tough  new  Trade  Act  that  became  law  last  year.  If  vigor- 
ously enforced,  may  eventually  be  effective  in  ccnnbating 
a  number  of  theae  pervaaive  problen  areas. 
PMLOte  TO  ENCOURAGE  AHP  SUPPORT  POLiCISs  .AMD  PROGRAMS.  TO 


once  the  world  leader  in  Innovative  manufacturing  and 
engineering  proceaees,  many  key  American  Industries  have 
now  been  overtaken  by  offahore  competitors  in  both  basic 
and  high-tech  (ialdsi 
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grade  Cheir  facilities 
tributed  Bignifloantlj 
bass  and  Uie  decline  ( 
world  mackeEa,  accampanied  1 
recent  governmental  initiati 


mfac  taring 


)  up- 


n  modern  technology  h 
3  the  eroaion  of  our  industrial 
Hmerican  compotitiveneaa  in 

Lir  rising  trade  deficits] 
,  such  as  SEMATECR,  to 
bor  industry's  viability  and  cur- 
rent efforts  to  provide  Federal  support  for  ftmerican 
development  of  high -definition  television  (HDTV)  are 
steps  in  the  right  dlraetion; 

DoD  programs  such  as  the  Industrial  Modernization  In- 
centives Program  (IMIP)  and  the  earlier  Manufacturing 
Technology  iMANTECH)  Program  must  receive  a  higher 
funding  priority  and  expanded  to  other  fielda  invol- 
ving militarily-critical  production! 

□oD  funding  for  the  DIHET  system  at  a  FY  199D  level  of 
520  million  is  urgently  required  to  permit  the  iden- 
tification -of  offshore  suppliers  of  weapons  system  itema, 
thus  pinpointing  defense  vulnerability  to  global  sole 
or  single  source  producers; 

another  recent  DoO  initiative  --  Total  Quality  Manage- 
ment (TOHl  —  reflects  growing  recognition  of  American 
industrial  decline,  but  the  urgent  need  to  rejuvenate 
our  broad  top  quality  industrial  manufacturing  infra- 
structure is  far  beyond  the  reach  of  DoD  alone; 
the  failure  to  provide  adequate  Federal  incentives  for 
the  level  of  R  S  D  funding  required  in  upgrading  oomrner- 
cial  and  consumer  products  to  recapture  lost  marltets 
here  and  abroad  and  to  stimulate  American  innovative 
leadership  and  technological  superiority;   and 
the  urgent  need  to  reestablish  broad  tax  incentives  for 
American  manufacturing  industries,  coupled  with  more  en- 
lightened management  and  investment  strategies,  produc- 
tivity IncEeases,  more  harmonious  labor -management  rela- 
tions, and  modernised  manufacturing  and  controls  tech- 
nology    all  of  which  will  aid  in  maxljiizing  AuMrican 
industrial  competitive  position  in  the  vorld. 


5.   FAILURE  TO  SAFEGOARD  1 


SCIENTIFIC  ftKD 


ACHIEVEMENTS  — 

the  widespread  and  pervasi 
ents,  manufacturing  proces 
properties  by  offshore  entities  have  undermined  many 
key  scientific  and  technological  breakthroughs  —  eom- 
puter  technology,  electronic  and  communications  equip- 
ment, semiconductors  advanced  composite  materials,  anc 
other  high-tech  fields,  thus  weakening  our  technologi- 
cal leadership  and  robbing  us  of  billions  of  dollaTB 
annually  in  lost  marketing  opportunities; 
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o  timid  and  wholly  Inadequate  diplomatic  effects  during 
recent  yeacs  have  failed  to  halt  thia  international 
piracy,  while  cheap  foreign -made  products  using  much 
of  thia  American  technology  are  flooding  the  U  S 
consumer  marketplace,  as  well  at  aonie  key  aegnents  of 
American  w&apons  system  assembly  lines  and  coanerclal 
product  manufac curing  facilttie«7 

o   a  rash  of  Imported  counterfeit  parts,  such  as  bigh 

tensile  strength  industrial  fasteners,  have  caused  the 
production  of  defective  military  vehicles   helicopters, 
NASA's  space  shuttle,  and  other  military  and  commer- 
cial product  lines; 

o   the  Federal  government  sorely  needs  a  comprehensive, 
workable  policy  to  control  both  the  involuntary  (pita- 
ting)  and  the  voluntary  (joint  ventures/co-production) 
transfers  of  vital  American  technology  to  offshore  firms 
and  governments; 

O   the  failure  of  American  export  control  laws  and  the  In- 
ternational COCOH  arrangement  to  effective  plug  major 
losses  of  vital  American  technology  has  been  dramatical- 
ly shown  in  the  infamous  Toshiba-Vaapenfabrik  case  and 
more  recently  by  assistance  provided  by  global  'allies* 
in  the  construction  of  Libya's  chemical  weapons  plant; 

o   similarly,  the  unwise  and  short-sighted  FSK  fighter 

plane  deal  with  Japan,  exchanging  American  leading-edge 
aerospace  technology  for  some  future  *meHE  of  potage", 
also  illustrates  the  need  for  effective  mechanisms  to 
control  technology  transfers  to  global  competitors;  and 

o   the  limited  experience  thus  far  under  the  new  Exon-Flor- 
io  amendment  in  the  19B9  Trade  Act  already  shows  the 
need  to  tighten  itp  the  onerational  procedures  so  that 
the  often  conflicting  demands  of  defense,  economic, 
trade,  and  foreign  policies  will  be  properly  weighed  to 
assure  the  highest  priority  to  the  preservation  at  \ '      ' 
defense  industrial  base  facilities  and  koy  e   "  "  "'" 
manufacturing  technology 

IMCONSISTENCIES  IK    DoD  PROCUREMENT  POLICIES  AMD 

THAT  ENCQORftGE  OFFSHORE  SOURCE  DEPENDENCIES  — 

o   major  responsibility  for  the  erosion  Of  Our  industrial 
base  Over  the  past  decade  must  be  laid  at  th«  Pentagon's 
doorstep,  which  as  systematically  downplayed  e>r   complete- 
ly ignored  the  close  relationship  between  a  healty  Am- 
erical  manufacturing  capability  and  a  strong  national 
defense  establishment;   the  critical  importance  of  that 
relationship,  so  clearly  demonstrated  in  World  War  II, 
and  enabling  American  industry  to  serve  AS    the   arsenal 
of  democracy"  for  our  own  fighting  forces  and  those  of 
alliejS,  has  apparently  faded  from  bureaucratic  memory; 

o   Instead,  DoD's  powerful  internationalist  clique  has 

pushed  the  MOU  (Memoranda  of  Understa'iding)  device,  es- 
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tabllshing  a  aeries  of  ad  hoe  agreements  with  amis  19 
foreicrn  governments  for'^'ricTprocal  defense  procure- 
ment' guidelines;  no  input  from  other  Executive  depart- 
ments having  joint  commercial,  trade,  or  diploiMtic 
interests  in  such  arrangements  was  solicited  or  pro- 
vided, so  that  these  MOUs  grant  "blanket  waivers'  of 
our  Buy  American  laws  designed  to  safeguard  domeatic 
producers'  capabilitiea  to  meet  our  industrial  base 

offshore  manufactures  unfair  competitive  advantages 
over  American  defense  firms  —  particularly  damaging 
to  smaller  buaineas  suppliers  —  while  ignoring  the 

haa  on  the  viability  of  our  ftmericon  defense  indus- 
trial base  and  the  likelihood  of  creating  offshore  de- 
pendencies and/or  dangerous  military  vulnerabilities; 
failure  of  DoD  to  consider  the  long-term  impact  of  its 
procurement  policies  on  the  American  defense  industrial 
base  is  likewise  revealed  by  its  cavalier  administra- 
tion of  the  Competition  in  Contracting  Act  (CICA) ,  the 
provisions  of  that  19S4  law,  intended  to  provide  neces- 
sary exemptions  to  contract  awards  to  the  'lowest  price' 
bidders  so  as  to  safeguard  military- critical  domestic 
production,  are  virtually  ignored  in  the  mod  scramble 
to  give  contracts  to  offshore  bidders; 

other  DoD  procurement  regulations  developed  during  the 
Vietnam  Har  to  assure  adequate  domeatic  suppliers  of 
militarily-critical  defense  products  are  now  gathering 
dust; 

DoD's  widespread  use  of  "offsets'  demanded  by  offshore 
purchasers  of  major  American  weapon  systems  ha*  resulted 
in  a  devastating  losses  to  American  lower-tisr  auppliera 
of  the  giant  prime  contractors,  thus  coating  more  U,  S. 
skilled  U.  S.  workers  their  jobs  and  further  weakening 
— T  defer--  " 


nationist  wi 
available  tc 


programs  advanced  by  the  Pentagon's  "inter- 
ig"  have  furnished  special  assistance  (not 

American  firms)  in  guiding  prospective  off- 
lanufacturars  seeking  to  penetrate  the  lucrative 
in  defense  market  through  the  DoO's  procurement 
at  the  same  time,  American  defense  manufacturing 
,re  being  urged  to  locate  their  plants  in  Europe 
ire  their  participation  in  the  European  Conmon 
defense  arrangement  when  the  EC  trade  barrlera  are 
I  in  1992. 


the  failure  of  the  Justice  Department  to  enforce  prasant 
laws  —  the  Foreign  Agents  Registration  Act  and  the  Lob- 
bing Regulation  Act  —  has  spawned  a  politically  powar- 
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ful,  inutti-millian  dollar  Washington  Industry  for  count- 
less niunhers  of  well-connected  focmer  governmental  of- 
ficials and  high-price  law  firms  who  aot  as  the  'hired- 
guns"  for  dozens  of  foreign  governments  and  thousands  of 
overseas  companies;  because  of  the  lack  of  enforcement 
and  glaring  loopholes  in  these  laws,  many  of  these  paid 
'foreign  agents"  and  propaganda  mills  don't  even  bother 
to  register; 

o   a  great  number  of  these  "foreign  agents"  served  previous- 
ly in  top  policy  positions  in  DoD,  the  State  Oepartment, 
Commerce,  the  white  House,  in  Congress,  or  in  other  top- 
level  governmental  positions  where  they  gained  special 
expertise  and  personal  contacts  invaluable  to  the  off- 
shore interests  they  represent; 

o  many  are  engaged  in  efforts  to  obtain  defense  contracts 
and  subcontracts  for  their  overseas  employers,  while  some 
handle  complex  regulatory  matters  involving  Federal  agen- 
cies, legal  and  financial  matters  connected  with  the  pur- 
chase of  American  property  or  businesses,  or  seek  to  in- 
fluence the  passage  or  defeat  of  legislation  in  Congress; 

o   some  offshore  interests  who  have  acquired  American  Indus- 
tries over  the  past  several  years  have  established  their 
own  effective  "grass-roots"  lobbying  programs  with  the 
aid  of  American  political  consultants,  so  as  to  bring 
political  pressure  on  Congressional  decision -makers  on  Xey 
industrial  base  issues;   others  are  now  becoming  deeply 
involved  in  the  American  political  process  at  high  state 
and  national  levels. 

Madam  Chair,  this  listing  of  major  factors  we  feel  have  contri- 
buted to  the  systematic  erosion  of  our  American  industrial  base  is 
by  no  means  definitive.  It  merely  cites  what  HCID  believes  to  be 
significant  macro  and  micro  factors  and  real  issues  that  must  be  taken 
into  consideration.   Of  course,  shortcomings  in  corporate  management 
of  many  Junerican  firms  plays  a  role.  This  would  include  such  failures 
as  undercapitalization,  poor  marketing  strategies,  inadequate  quality 
controls  over  production,  the  short-term  'balance  sheet'  mentality, 
and  the  tendency  of  many  companies  to  pursue  poorly  conceived  invest- 
ment, management,  and  production  strategies. 

We  must  also  recognize  that  all  of  these  complex  problem  areas 
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asBociatad  with  Amarlcan  Industrial  nalaise  cannot  be  aolTsd  by  tb« 
enactment  of  H.  R.  4Se,  noc  can  the  dangerou*  erosion  of  our  indue- 
trial  manufacturing  capability  ba  ravsraed  overnight.  Ha  ■oat  also 
realize  that  a  atgniflcant  nunbar  of  induatrial  base  weaknesses  can- 
not be  addressed  adequately  by  K.  R.  4BG  whan  they  have  only  a  Mar- 
ginal relationship  to  the  defense  Begment  of  our  overall  taarlcan 
Industrial  coiqileK. 

Never tha less,  the  basic  approach  set  forth  in  section  103  of 
H.  R.  4B6  as  aaandawnts  to  Title  I  of  the  Defense  Production  Act  are 
vitally  important  steps  toward  the  achievenent  of  a  revitalised  □.  S, 
defansa  industrial  base  so  desperately  needed  by  our  nation.  HCID 
strongly  believes  that  there  isust  be  sufficient  domestic  capability 
for  producing  at  least  the  major  parts,  components,  and  subas  sandal  lee 
of  all  our  war fighters-designated  militarily-critical  weapons  systaow 
and  related  items.  The  Presidential  waiver  authority  contained  in 
the  bill  provides  adequate  flexibility  in  raseting  the  requirement  to 
limit  defense  production  to  domestic  sources,  while  also  providing 
him  with  authority  to  develop  domestic  capabilities  for  any  naterials. 
services,  or  skills  affecting  a  designated  'critical  industry*,  irtiich 
would  include  especially  those  where  we  have  only  one  or  no  onshore 
source  of  production. 

Other  provisions  of  this  section  of  B.   R.  4Be  recognise  the  vital 
role  of  small  and  medium- si zed  firms  as  defense  industrial  base  seg- 
ments that  have  been  most  seriously  penalized  by  short-sighted  OoD 
procurement  policies.   The  implementation  of  this  section  of  the  bill 
would  also  properly  nullify  inconsistent  provisions  of  any  existing 
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or  futuEe  Hemorandum  of  UndeEstandlng  (MOUl  .   In  our  Judgment,  the 
financing  provisions  of  the  bill  and  the  limitation  on  borrowing 
authority  granted  to  the  President  to  implement  the  new  'defense 
industrial  base  preservation  and  revltalization  program*  are  both 
reasonable  and  straight-forward.   Certainly,  the  opportunities  that 
would  be  provided  for  American  manufacturing  firms  under  this  program 
will  generate  vast  new  sources  of  Federal  and  state  tax  revenue*  that 
will  far  exceed  the  required  expenditures.  Under  present  DoD  pro- 
curement practices  that  are  skewed  toward  offshore  defense  producers, 
we  have  estimated  that  more  than  $Z0  billion  in  American  tax  dollars 
were  funneled  in  FY  1987  alone  to  overseas  firms  in  prime  and  sub- 
contract awards  and  in  offset  payments  —  almost  15  percent  of  the 
entire  DoD  pEOOuroment  budget  for  that  year.   Of  course,  none  Of  those 
amounts  ever  end  up  as  tax  payments  to  the  U.  S.  Treasury  to  help  re- 
duce our  deficit. 

Madam  Chair,  NCID  also  supports  the  provisions  of  section  201 
of  a.  R.  4B6,  providing  for  an  'Economic  Adjustment'  program.   A  fair 
and  orderly  mechanism  to  deal  with  shifting  circumstances  in  our  de- 
fense production  requirements  is  certainly  essential  to  our  national 
economic  well-being.   Such  a  program  takes  into  account  the  close  in- 
ter-relationship between  our  national  security  needs  and  those  of 
commercial  and  consumer  sectors  and  the  fact  that  relatively  few 
American  manufacturing  firms  are  engaged  in  100  percent  defense  pro- 
duction activity.  The  economic  adjustment  assistance  for  workers  dis- 
placed by  a  reduction  of  defense  work  otherwise  not  absorbed  by  the 
changeover  to  non-defense  production  deserve  the  type  of  aid  and  re- 
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training  opportunity  authorized  in  this  section  of  H.  R.  486.  Such 
assistance  is  essential  in  minimizing  the  effects  of  such  inevitable 
dislocations  that  affect  them,  their  familiea,  thair  employscB,  and 
there  communitiea.  in  the  best  of  all  posalble  worlda,  aff*ct*d  flras 
would  be  able  to  convert  their  production  facilities  froB  daf enaa  to 
conntercial  production  without  serious  or  prolonged  dislocation.  But 
.  tbat  ideal  situation  will  not  always  occur,  »o  that  it  la  naceaSAry 
that  a  faic  and  workable  economic  adjustntent  mechanism  be  In  place  in 
order  to  minimize  the  personal  hardships  of  such  dislocations. 

Hadan  Chair,  one  of  the  most  important  elements  in  the  dellbsra- 
tlons  ever  the  establishment  of  a  national  policy  to  reverse  th*  eros- 
ion of  America's  industrial  base  is  the  vastly  different  impact  th«t 
DoD'*  offshore  procurement  strategy  has  on  our  large  n.  S.  prlaa  can- 
tractors  —  often  multinationz.1  in  scope  —  and  the  smaller,  lower- 
tier  supplier  EicmB  and  their  workers.  Generally,  the  larger  priaa 
contractors  suffer  little  relative  adverse  effects  if  their  taajor 
suppliers  are  located  overseas  unless  serious  delivery  or  quality  con- 
trol problems  occur.  By  contrast,  smaller  American  suppliers  hova 
been  forced  to  bear  the  brunt  of  the  unfair  pricing  and  trade  prac- 
tices of  offshore  competitors.  The  Small  Buainesa  Admialstcation  has 
estimated  that  sonte  4,000  of  these  smaller  defense-related  fime  were 
forced  into  bankruptcy  last  year .  The  recent  CSIS  study  BantloiMd 
earlier  found  that  of  138,000  firms  providing  manufactured  products  to 
DOD  in  1982,  less  than  40,000  of  them  are  still  in  the  defans*  prodnc- 
tion  business.   It  Is  not  surprising  that  the  investment  eliaat*  for 
defense-related  industries  in  the  V.   S.   lags  far  behind  that  of  other 
ectors  of  our  economy. 
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Appended  to  my  prepared  Btatsment  la  a  mat  revealing  articls 
about  the  role  of  these  saall  dafenae  Buppllers  bo  •■■antial  to  the 
health  of  oar  industrial  basa.   It  was  written  by  Uirry  Oroasnan,  an 
Bsaoclate  editor  of  MILITARY  FORUH,  and  appears  in  the  Hay,  19B9  issue 
Of  that  unique  journal  that  covers  defense  acquiation,  logistics,  and 
related  topics.  The  article  is  entitled  'Industrial  Base:  The  Sup- 
plier Bottleneck."   I  coomend  this  article  to  you  and  other  Menhera  of 
the  aubcoinrolttee  for  a  most  comprehensive  overview  —  with  differing 
opinions  —  on  key  aapecta  of  the  complex  industrial  base  Issue. 

In  conclusion.  Madam  Chair,  it  should  be  crystal  clear  that  in 
today'B  uncertain  and  highly-ccaiipetltive  world  environment  no  first- 
rate  power  can  sustain  itself  without  a  strong,  innovative,  reliable 
Induatrial  manufacturing  capability  with  sufficient  emergency  mobiliza- 
tion surge  capacity.   Such  a  program,  to  be  fully  effective,  must  also 
provide  for  full  integration  of  all  major  —  and  often  diverse  — 
national  policy  considerations  —  military,  eonraercial,  trade,  fiscal 
and  economic,  and  diplomatic.   Long-term  implicationa  must  be  carefully 
weighed  against  short-term  expediency. 

America's  freedom  and  independence  of  action  in  our  own  national 
self-interest  must  never  be  subcontracted  to  other  nations  on  tdioin  we 
may  become  dependent  for  the  production  of  weapons  critical  to  our  own 
defense  in  time  of  emergency.   We  must  regain  the  iiianuf octurlng ,  scien- 
tific, and  technological  leadership  for  America  to  remain  a  world  power 
in  the  1990's  and  beyond.   The  de-lndustrialliation  of  ftmeriea  would 
rob  us  of  effective  control  over  our  own  economic  and  political  des- 
tiny.  It  would  cripple  our  ability  to  defend  ourselves  against  ag- 
gression and  force  our  nation  into  a  secondary  role  in  the  conduct  of 
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world  aftaiCB.  That  nust  navar  ba  pamittad  to  happan. 

Thank  you  tor  tha  oppoctuntty  to  appaor  hare  and  to  praaant 
thaaa  vlawa.  I'll  ba  plasaad  to  caapond  to  quaatlona  tb«t  you  and 
othar  aubcoDBittca  llaaharn  may  hava. 
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INDUSTRIAL  BASE: 
THE  SUPPLIER 
BOTTLENECK 


Defense  officials  are  realizing  that  mull  coniiMnies  thai  are  sole 
sources  of  cridcB]  products  could  mtngjx  an  induatrial  mobUizatUHi. 


_SYLAMrrUIMMlUH 


\     mmriTiin  ym  ii  m  iliiljlM- 


»  in  to«r  an.  [a  Dl-       ihnrtbHIlUeBaiBn 
.    .  ....  iig^^f  Armed      ncteotogKil  bui  neoia 


ptgdMigBClM  ii  DMtt  w«u  Wu  0. 


dHSfidpEiMy.  "WtaaioafUicadi-      a»IU)nr.Bupi«iillUaDtl»i>d 


yGoogle 


yGoogle 


yGoogle 


Jjl^^        official  woHdng 


^b  Ai  •■  g(  *•  aiM  nd  hv 
ID  tn^i  ■*  W^M  DOO  li  W 


yGoogle 


yGoogle 


TESTIMONY  OF  SCOTT  F.  HYLIE 

RAYCHBH  CORPORATIOH 

on  bshalf  of 

THE  PROPRIETARY  INDOSTRIES  ASSOCIATION 

BEFORE 

OH  ECOHO» 
mo  URBAN 

U.S.  HOUSE  OF  REPRESENTATIVES 

HASHINSTOH,  D.C. 
HAY  24,  1989 
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GOOD  HORNING  KADAHE  CHAIRHOHAN.  I  AM  SCOTT  HYLIE  HITH 
RAYCHEM  AND  I'M  HONORED  TO  BE  HERE  WITH  XOU  THIS  HORNING 
REPRESENTING  THE  PROPRIETARY  INDUSTRIES  ASSOCIATION.  AS  YOU 
HAY  KNOW,  PIA  IS  AN  ASSOCIATION  OF  COMPANIES  HHO  DBVEIiOP 
PRODUCTS  AND  PROCESSES  FOR  DEFENSE  USE,  PRIMARILY  AT  OUR  OWN 
EXPENSE.  HHILE  HAHY  PIA  MEMBERS  SELL  PARTS  DIRECTLY  TO  THE 
GOVERNHENT,  HE  ARE  HOST  OFTEN  SUBCONTRACTORS  FOR  PURPOSES  OF 
DEFENSE  SALES. 

RAYCHEH  IS  A  BROADLY  BASED  MATERIALS  SCIENCE  COHPANY.  THE 
COMPANY  MANUFACTURES  AND  MARKETS  A  BROAD  RANGE  OF 
HIGH-PERFORMANCE  PRODUCTS  THAT  ARE  SUPPLIED  IN  HORE  THAN  100 
COUNTRIES  TO  BUILDERS  AND  OPERATORS  OF  ELECTRICAL  POWER 
SYSTEMS ,  TELECOMMUNICATIONS  SYSTEMS , PROCESS  PLANTS ,  MINES , 
GAS  AND  OIL  PIPELINES,  AND  TRANSPORTATION  SYSTEMS,  AS  HELL  AS 
TO  MANUFACTURERS  OF  ELECTRICAL  AND  ELECTRONIC  EQUI»IEHT, 
AIRCRAFT,  AUTOMOBILES  AND  DEFENSE  SYSTEMS. 

PRODUCTS  RANGE  FROM  HIGH  PERFORMANCE  HIRE  AND  CABLE  TO 
ELECTRICAL  INTERCONNECTION  DEVICES,  FHOH  HEAT  TRACING  TO 
ANTI-CORROSION  SYSTEMS.  BECAUSE  MANY  RAYCHEH  TECHNOLOGIES 
AND  PROCESSES  ARE  PROPRIETARY,  ALTERNATIVE  TECHNOLOGIES  — 
RATHER  THAN  SIMILAR  PRODUCTS  —  ARE  THE  MAJOR  COMPETITION. 

RAYCHEH  EMPLOYS  APPROXIMATELY  11,000  PEOPt£  IN  SO  COUNTRIES. 
NEARLY  HALF  OF  THESE  EMPLOYEES  ARE  BASED  IN  THE  UNITED 
STATES,  MOSTLY  IN  THE  SAH  FRANCISCO  BAY  AREA.  RAYCHEM  SALES 
IN  1988  HERE  SLIGHTLY  OVER  $1  BILLION. 

MY  TESTIMONY  THIS  HORNING  WILL  POINT  OUT  CONDITIONS  WHICH  WE, 
AS  SUBCONTRACTORS,  BELIEVE  TO  BE  CONTRIBUTING  TO  A  SHRINKING 
INDUSTRIAL  BASE.  PIA  HAS  NOT  TAKEN  AN  OFFICIAL  POSITION  ON 
YOUR  PROPOSAL,  BUT  WE  DO  FEEL  THAT  ATTEMPTING  TO  ASSURE  100% 
DOMESTIC  PRODUCTION  OF  OUR  PRODUCTS  WITH  CRITICAL  DEFENSE 
APPLICATIONS  HILL  NOT  AUTOMATICALLY  ASSURE  A  BROADER,  HORE 
CAPABLE  DEFENSE  INDUSTRIAL  BASE. 

THERE  ARE  FACTORS  OTHER  THAN  FOREIGN  COMPETITION  THAT  AFFECT 
DEFENSE  -  RELATED  PRODUCTION  AND  WHICH  HR  486  DOES  NOT 
ADDRESS.   LET  ME  POINT  OUT  SEVERAL  OF  THESE  FACTORS. 

ACOUISITIOH  POLICY 

THE  PUBLIC  MISTRUST  OF  THE  "DEFENSE  INDUSTRIAL  COMPLEX", 
COMBINED  HITH  EXPANSIVE  WEAPONS  SYSTEM  DEVELOPMENT  AND 
DECLINING  DEFENSE  BUDGETS  OVER  THE  LAST  FOUR  TO  FIVE  YEARS, 
HAS  RESULTED  IN  NUMEROUS,  SIGNIFICANT  CHANGES  TO  DEFENSE 
ACQUISITION   POLICY.    MANY   OF   THESE   REFORMS,   WHILE   WELL 
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INTENDED,  INCREASE  THE  COST  OF  DOING  BUSINESS  HITH  THE 
GOVERNMENT  AND  HAVE  DISCOURAGED  COMPANIES  FROM  FARTICIPATIMG 
IN  DEFENSE  MARKETS.  THERE  IS  A  GROWING  DISINCENTIVE  TO  RISK 
NEW  INVESTMENT  IN  BOTH  RtD  AND  CAPITAL  EQUIPMENT.  RECENT 
TESTIMONY  BEFORE  THIS  SUBCOMMITTEE  Blf  CSIS  MADE  THAT  POINT 
GRAPHICALLY.  THE  LIST  BELOW  IS  FAR  FROM  EXHAUSTIVE.  I'VE 
TRIED  TO  SINGLE  OUT  THE  HOST  TROUBLESOME  POLICIES,  FROM 
PERSPECTIVE  OF  THE  INNOVATIVE  SUBCONTRACTOR. 

O  piGHTS  IH  TECHNICAL  DATAi  I  MENTION  THIS  ISSUE  FIRST 
BECAUSE  IT  HAS  BEEN  A  PRIORITY  OF  THE  PROPRIETARY  INDUSTRIES 
ASSOCIATION.  QUITE  LITERALLY,  PIA  HAS  FORKED  IN  RESPONSE  TO 
DOD'S  1983  POLICY  OF  REQUIRING  CONTRACTORS  AND  SUBCONTRACTORS 
TO  RELINQUISH  INTELLECTUAL  PROPERTY  RIGHTS  IN  THEIR  TRADE 
SECRETS  AS  A  CONDITION  OF  DOING  BUSINESS  HITH  THE  MILITARY 
SERVICES. 

DESPITE  HELPFUL  CONGRESSIONAL  INTERVENTION,  DOD  CONTINUES  TO 
PURSUE  A  POLICY  OF  MAINTAINING  PRICE  COMPETITION  PRIHCIFAIXY 
THROUGH  THE  CREATION  OF  SECOND  SOURCES  OF  IDENTICAI.  ITEMS. 
FOR  INNOVATIVE  SUBCONTRACTORS  HHO  DEVELOP  PRODUCTS  AND 
PROCESSES  HITH  PRIVATE  FUNDS,  THE  DOD  APPROACH  TO  COHPETITKNI 
IS  DISCOURAGING  THEIR  WILLINGNESS  TO  COMPETE  BY  HAKIH6  A 
BETTER  MOUSETRAP. 

THE  GOVERNMENT  BENEFITS  WHEN  A  COMPANY  INVESTS  ITS  OHH  MONEY 
TO  DEVELOP  AN  ITEM,  COMPONENT  OR  PROCESS  FOR  DEFENSE 
APPLICATIONS.  NOT  ONLY  DOES  GOVERNMENT  AVOID  UPFRONT  CHARGES 
FOR  DEVELOPMENT,  BUT  TECHNOLOGICAL  ADVANCEMENT  AMD 
COMPETITION  IS  ENCOURAGED. 

HOWEVER,  A  COMPANY  THAT  ACCEPTS  THE  RISK  TO  DESIGN  A  PRODUCT 
OR  PROCESS,  ACCEPTS  THAT  RISK  HITH  THE  HOPES  OF  MAKING  A  FAIR 
RETURN  ON  THAT  INVESTMENT,  GIVING  A  COMPETITOR  A  BUJEPRIHT 
WHICH  ALLOWS  ANOTHER  FIRM  TO  MAKE  THE  SAME  PRODUCT,  WITHOUT 
HAVING  MADE  ANY  INVESTMENT  IN  THAT  DEVELOniENT  JUST  DOESN'T 
HAKE  GOOD  BUSINESS  SENSE  TO  THE  ORIGINAL  DESIGNER  BECAUSE  THE 
HOPES  OF  MAKING  THAT  FAIR  RETURN  ARE  DIMINISHED. 

WE  ARE  BEGINNING  TO  HEAR  REPORTS  FROM  MEMBER  AND  PRIME 
COKTHACTOHS  THAT  THE  LATEST  VERSION  OF  THE  TECHNICAL  DATA 
REGULATIONS  ARE  BEGINNING  TO  CREATE  PROCUREMENT  BOTTLENECKS 
WHICH  COULD  SERIOUSLY  AFFECT  SCHEDULE  IN  THE  FUTURE.  SOME 
SUBCONTRACTORS  ARE  AVOIDING  GOVERNMENT  BUSINESS  RATHER  THAN 
GIVE  COMPETITORS  ACCESS  TO  THEIR  SPECIALIZED  DESIGIi 
KNOWLEDGE, 

MOST  OF  THE  SUBCONTRACTORS  I'VE  SPOKEN  HITH  ABE  HILLING  TO 
WORK  WITH  THE  GOVERNMENT  TO  PLAN  FOR  SURGE  PRODUCTICW 
CAPABILITY   AND   LEGITIMATE  MOBILIZATION   NEEDS.    THEY   ARE 
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BY   POTTIHG  A  COMPETITOR  IN   PLACE   IN 


AND  IN  FACT,  FOR  MANY  SHALL  AND  HEDIUH  SIZED  COMPANIES  THE 
EFFECT  OF  SPLITTING  PRODUCTION  WITH  ONE  OR  MORE  FIRMS  COULD 
HAKE  US  LESS  COHPETITIVE  AND  FORCE  THEM  TO  LAY  OFF  EMPLOYEES 
AND  SELL  OFF  CAPACITY. 

ONE  FINAL  NOTE  —  THERE  IS  A  RECENT  CAL  TECH  STUDY  WHICH 
CONCLUDES  THAT  INDISCRIMINATE  SECOND  SOURCING  OF  PRIVATELY 
DEVELOPED  ITEMS  CAN  LEAD  TO  A  SHRINKING  NUMBER  OF  COMPETITORS 
WILLING  TO  BID  FOB  GOVERNMENT  CONTRACTS.  IP  YOU  WOULD  LIKE, 
I'LL  BE  HAPPY  TO  SUPPLY  IT  FOR  THE  RECORD. 

O  PREFERENCE  FgR  HON- DEVELOPMENTAL.  ITEMS.  AS  YOU  MAY  KNOW, 
SENATOR  LEVIN  HELD  AH  OVERSIGHT  HEARING  JUST  LAST  KEEK  ON  HIS 
LEGISLATION  OF  THREE  YEARS  AGO  WHICH  ESTABLISHED  IN  LAW  A 
PREFERENCE  FOR  BUYING  PRODUCTS  THAT  THE  GOVERNMENT  DID  NOT 
HAVE  TO  PAY  TO  DEVELOP.  THIS  PROVISION  IN  LAW  COULD  BROADEN 
DOD'S  USE  OF  COMMERCIAL  ITEMS  AND  IN  FACT  COULD  HELP  TO 
PREPARE  COMPANIES  TO  PARTICIPATE  IN  MOBILIZATION  EFFORTS. 

DOD'S  IHPLEHENTATIOH  OF  THAT  LAW  MAS  BEEN  WOEFULLY  LACKING  IN 
ENTHUSIASM.  WHAT  THE  SENATE  HEARING  REVEALED  IN  ALARMING 
DETAIL  IS  THAT  COMPANIES  THAT  MANUFACTURE  AND  SELL 
"NON-DEVELOPMEHTAL  ITEMS"  WILL  FORGO  THE  OPPORTUNITY  TO 
SUPPLY  THE  GOVERNMENT  BECAUSE  OF  THE  COMPLEX  REGULATORY 
STRUCTURE  THAT  GOES  WITH  GOVERNMENT  CONTRACTING. 

THERE  IS  ENORMOUS  PRODUCTIVE  CAPACITY  AND  TECHNOLOGICAL 
EXPERTISE  IN  THE  COMMERCIAL  SEGMENT  OF  OUR  INDUSTRIAL  BASE 
AND  WE  HAVE  LIMITED  OUR  MEANS  OF  TAPPING  IT.  THE  SUBMISSION 
OF  COST  AND  PRICING  DATA,  THE  USE  AND  ABUSE  OF  MILITARY 
SPECIFICATIONS  AND  STANDARDS,  AND  NUMEROUS  AUDITS  ARE  JUST  A 
FEW  PRACTICES  COMMON  TO  DEFENSE  CONTRACTING  THAT  DISCOURAGE 
COMPANIES  FROM  PARTICIPATING  IN  THAT  MARKET. 

SINCE  MANY  COMMERCIAL  COMPANIES  HAVE  A  LEADING  EDGE  IN 
CERTAIN  CRITICAL  TECHNOLOGIES,  ELIMINATING  FOREIGN 
COMPETITION  WOULD  ONLY  BE  ONE  STEP  AND  PERHAPS  A  MINOR  ONE 
TOWARD  INCREASING  THEIR  PARTICIPATION  IN  DEFENSE. 

O  PRICE-ONLY  COMPETITION.  WE  AT  RAYCHEM  BELIEVE  THAT  DOMESTIC 
SOURCING  IN  DEFENSE  ACQUISITION  IS  IMPORTANT  IN  AREAS  OF 
EMERGING  HIGH  TECHNOLOGY  PRODUCTS  WHERE  DOMESTICALLY  PRODUCED 
PRODUCTS  MAY  HAVE  TROUBLE  COMPETING  WITH  FOREIGN  SOURCED 
PRODUCTS,  IF  PRICE  IS  THE  ONLY  SIGNIFICANT  SOURCE  SELECTION 
FACTOR. 
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COMPUTER.  IN  A  HILZTARY  AIRCRAFT  SDCH  COKPDTERS  OPERATE 
TARGET  ACQUISITION  KECHANISH,  PROVIDE  ELECTRONIC  COUNTER 
MEASURES,  DIRECT  RADAR  AND  COMKUNICATIOHS  CAPABILITIES  AND 
PERFORM  OTHER  ESSENTIAL  FUNCTIONS.  AT  PRESENT,  ALTHOUOI 
DOMESTICALLY  DESIGNED  (HITH  GOVERNMENT  FUNDS] ,  MORE  THAN  90% 
OF  THESE  PARTS  ARE  SUPPLIED  BY  JAPANESE  COMPANIES.  FOR  SDCH 
A  CRITICAL  ITEM,  HE  BELIEVE  IT  UNWISE  FOR  THE  UNITED  STATES 
TO  BE  SO  RELIANT  OK  AN  OFFSHORE  PRODUCER. 

WHILE  THERE  ARE  SEVERAL  U.S.  COMPANIES  IN  THIS  MARKET,  THEIR 
PRODUCTS  ARE  NOT  PRODUCED  IK  THE  SAME  VOLUME  AS  THE  JAPANESE 
VERSION  AND  HENCE  ARE  MORE  EXPENSIVE.  AS  LONS  AS  DEFENSE 
PROCUREMENT  IS  SO  EXCLUSIVELY  PRICE  DEPENDENT,  THE  U.S. 
SUPPLIERS  OF  THIS  PRODUCT  WILL  BE  UNLIKELY  TO  BUILD 
SUFFICIENT  PRODUCT  TO  LOWER  COSTS.  WITHOUT  SALES,  THERE  IS 
LITTLE  INCENTIVE  TO  SUSTAIN  THE  SPECIALIZED  CAPABILITY  FOR 
DEFENSE  APPLICATIONS. 

THIS  EXAMPLE  SUGGESTS  TO  US  THAT  IT  IS  APPROPRIATE  TO 
CONSIDER  COUNTRY  OF  ORIGIKAL  AS  WELL  AS  PRICE,  RELIABILITY 
AND  OTHER  FACTORS  WHEN  A  PRODUCT  SERVES  AN  ESSENTIAL  FUNCTION 
AND  IS  NOT  READILY  AVAILABLE  COMMERCIALLY.  HOWEVER,  CHOOSING 
WHICH  PRODUCTS,  TECHNOLOGIES  OR  INDUSTRIES  WHICH  SHOULD  BE 
TARGETED  AS  CRITICAL  IS  DIFFICULT  AND  IT  DOES  NOT  APPEAR  THAT 
AS  A  COUNTRY  HE  CAN  AFFORD  TO  OPERATE  THIS  HAY  ACROSS  THE 
BOARD. 

O  PROFIT  POLICIES:  I  WON'T  DWELL  ON  THIS  MUCH  MORE  THAN  TO 
SAY  THAT  MORE  FAVORABLE  PROFIT  OPPORTUNITIES  IN  THE 
COMMERCIAL  WORLD  ATTRACT  COMPANIES  TO  NON -GOVERNMENT  MARKETS. 
AT  THE  SUBTIERS  IH  THE  AEROSPACE  BUSINESS,  HE  SEE  MORE 
COMPANIES  MAKING  THE  DECISION  TO  CUT  BACK  OR  ELIMINATE  THEIR 
DEPENDENCE  ON  DEFENSE  MARKETS  RATHER  THIM  ATTEMPT  TO  COMPLY 
HITH  THE  COMPLEX  AND  BURDENSOME  BODY  OF  FEDERAL  ACQUISITION 
REGULATION  . 

THE  SUBCONTRACTING  TIERS,  AS  I  KNOW  YOU  HAVE  HEARD,  ARE 
CRUCIAL  TO  THE  DEVELOPMENT  AND  MANUFACTURE  OF  DEFENSE 
SYSTEMS.  UNTIL  FIVE  YEARS  AGO,  THIS  SEGMENT  OF  THE  DEFENSE 
INDUSTRY  HAS  MORE  OR  LESS  ISOLATED  FROM  THE  HAZE  OF 
REGULATION  I'VE  MENTIONED.   THAT  IS  NO  LONGER  THE  CASE. 

THE  GOVERNMENT  HAS  REACHED  INTO  OUR  "PRIVATE"  CONTRACTS,  AND 
YET  OUR  VOICE  IH  THE  ACQUISITION  POLICY  DEBATE  IS  DAMPENED 
BECAUSE  THE  GOVERNMENT  SAYS  IT  DOES  NOT  HAVE  PRIVITY  OF 
CONTRACT  WITH  SUBCONTRACTORS. 

A  RECENTLY  RELEASED  STUDY  ENTITLED  "DETERRENCE  IN  DECAY:  THE 
FUTURE  OF  THE  DEFENSE  INDUSTRIAL  BASE"  BY  CSIS  REPORTEDLY 
SAYS  THAT  OVER  THE  PAST  SEVEN  YEARS  AU40ST  80,000  FIRMS  HAVE 
LEFT   THE  DEFENSE  SECTOR.   THE  VAST  MAJORITY  ELECTED  TO  CEASE 
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FARTICIPATZON  IN  THE  DEFENSE  BUSINESS.  I  HAVEN'T  HAD  A 
CHANCE  TO  READ  THE  STUDY  YET  BUT  THE  LITTLE  I  KNOW  SUGGESTS 
THAT  WE  HAVE  PROBLEMS  OTHER  THAM  FOREIGN  COMPETITION  THAT 
NEED  TO  BE  ADDRESSED  IF  HE  ARE  TO  PROMOTE  WILLING 
PARTICIPATION  IN  DEFENSE  MARKETS. 

BUSINESS   HOME   AND   STILL   HAVE   UNWILLING 


DEFENSE  BUDGETS 

AS  YOO  KNOW,  THE  DEFENSE  BUDGET  HAS  DECLINED,  IH  REAL  TERMS, 
FOR  THE  PAST  FOUR  OR  FIVE  YEARS.  LAST  YEAR,  SENATOR  BINGAMAH 
ORGANIZED  AH  AD  HOC  COMMITTEE  OF  DEFENSE  INDUSTRY  LEADERS  TO 
HAKE  RECOMHENDATIONS  OH  MEASURES  WHICH  WOULD  ENHANCE  THE 
INDUSTRY  AND  ITS  ABILITY  .  TO  IMPROVE  ITS  TECHNOLOGICAL 
CAPABILITIES.  THAT  COMMITTEE  RECOMMENDED  STRONGLY  THAT  THE 
DEPARTMENT  FULLY  FUND  THOSE  PROGRAMS  WHICH  ARE  DEEMED  TO  BE 
MOST  CRITICAL  TO  ITS  MISSION,  AND  DROP  THE  MORE  MARGINAL 
WORK.  OTHERS  HAVE  MADE  THAT  RECOMMENDATION  DIRECTLY  TO  THE 
PRESIDENT,  THE  SECRETARY  OF  DEFENSE  AND  TO  THE  CONGRESS. 

PROGRAM  STRETCHOUTS  AMD  DECREASED  PRODOCTION  UNITS,  COMBINED 
WITH  DECLINING  BUDGETS,  CAN  BE  A  PRESCRIPTION  FOR  DISASTER 
FOR   SMALLER   COMPANIES.    PLANNED   BACKLOGS   DISAPPEAR,   NEW 

BUSINESS  IS  NOT  FORTHCOMING  AND  FAILURE  BECOMES  A  REAL 
THREAT,  DEPENDING  ON  A  COMPANY'S  CIRCUMSTANCE.  IF  DEFENSE 
SALES  WERE  MORE  STABLE, AND  LESS  REGULATED  I  BELIEVE  WE  WOULD 
HAVE  MORE  COMPANIES  HILLING  TO  ACTIVELY  AND  ENTHUSIASTICALLy 
PARTICIPATE  IN  THIS  MARKET. 

SINCE  WE  BELIEVE  THAT  THERE  ARE  OTHER  POLICIES  IN  PLACE  THAT 
DISCOURAGE  SMALL  AND  MEDIUM  SIZED  COMPANIES  FROM  SELLING  TO 
THE  MILITARY,  WE  RESPECTFULLY  RECOMMEND  THAT  THE  SUBCCMMITTEE 
BROADEN  ITS  INVESTIGATION  TO  CONSIDER  AND  HOPEFULLY  ANSWER 
THE  FOLLOWING  QUESTIONS,  IF  YOU  HAVE  HOT  ALREADY  DONE  SO. 

HOM  DO  WE  EFFECTIVELY  MERGE  MOBILIZATION  REQUIREHEHTS 
WITH  LOW  ANTICIPATED  PRODUCTION  VOLUME  OVER  THE  NEXT 
SEVERAL  YEARS? 

IS  IT  BETTER  TO  HAVE  THOUSANDS  OF  DOD  SUPPLIERS  WHO  VIEW 
THEIR  MILITARY  SALES  AS  A  MINOR  PART  OF  THEIR  BUSINESS 
OR  IS  IT  BETTER  TO  HAVE  HUNDREDS  OF  DOD  SUPPLIERS  WHO 
VIEW  MILITARY  SALES  AS  IMPORTANT  TO  THEIR  SURVIVAL? 

DOES  THE  SHRINKING  BASE,  IH  PEACETIME,  SERVE  A  USEFUL 
ECONOMIC  PURPOSE  IN  THE  LIGHT  DECLINING  DEFENSE  BUDGETS 
AND  HOW   DO   WE  HEIGH  THAT  AGAINST  THE   NEED   FOR 
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PBEPAREDNESS? 


REQUIRING  100%  DOHESTIC  PRODUCTION  OP  ALL  ITEMS,  COHPOIfENTS 
AND  MATERIALS  USED  TO  MANUFACTURE  WEAPON  SYSTEMS,  IF  IT  HERE 
DOABLE,  COULD  RAISE  COSTS  TO  THE  GOVERNMENT  WHEN  AVAIIABI^ 
MONIES  ARE  HARD  TO  COME  BY.  THAT  IN  TURN  CAN  FORCE  SHALI£R 
ORDERS,  AND  THE  BUSINESS  WE  HILL  HAVE  BROUGHT  HOKE  WILL 
SHRINK. 

OUR  ABILITY  TO  MOBILIZE  IN  TIMES  OF  CONFLICT,  HOWEVER,  IS  AH 
IMPORTANT  AND  NECESSARY  CONCERN.  AMD  I  BELIEVE  IT  IS 
IMPORTANT  TO  HAVE  DOMESTIC  CAPABILITY  IH  CRITICAL  IMDOSTRIE8. 
WE  MUST  FIND  A  SENSIBLE  HAY  TO  RATIONALIZE  THE  PROBLEM  OF  A 
SHRINKING  DEFENSE  INDUSTRIAL  BASE  WITH  ECONOMIC  REALITIES. 
PIA  HOULD  BE  HAPPY  TO  HELP  IN  ANY  HAY  HE  CAN. 

THE  ECONOMIC  ENVIRONMENT  I'VE  SKETCHED  ABOVE  ALSO  HAS 
IMPLICATIONS  FOR  TITLE  II  OF  HR  466.  IT  HAY  VERY  HELL  BE 
THAT  THE  HISE  THING  FOR  DOD  TO  DO  IS  TO  SCALE  BACK  THE  NUMBER 
OF  WEAPON  SYSTEMS  PROCUREMENTS  IT  CONDUCTS,  AND  FULLY  FUND 
THOSE  PROGRAMS  MOST  IMPORTANT  TO  ITS  MISSION.  TO  EFFECTIVELY 
SUBSIDIZE  DISLOCATED  DEFENSE  LhBOR  THROUGH  SAVINGS  REALIZED 
FROM  CUTTING  PROGRAMS  EFFECTIVELY  PENALIZES  OOD  POR  DOING  THE 
SENSIBLE  THING. 

I  MUST  CONFESS  THAT  TITLE  II  APPEARS  TO  HAVE  PAR  REACHING 
EFFECTS  AND  DOESN'T  APPEAR  TO  COMPLEMENT  DEFENSE  PRODUCTICW 
CONCERNS .  ANY  NUMBER  OF  INDUSTRIES  HAVE  FACED  DRAMATIC 
CHANGES  IN  THE  LAST  DECADE  —  AND  ANY  NUMBER  OF  THEIR  WORKERS 
HAVE  BEEN  DISPLACED.  I  PERSONALLY  AM  HOT  COHFORTABIf  WITH 
THE  FIT  BETHEEN  THESE  TWO  ISSUES. 

PIA  WOULD  LIKE  TO  RECOMMEND  THAT  TITLE  II  BE  TREATED  AS  A 
SEPARATE  PROPOSAL.  THE  COMPLEX  NATURE  OF  THE  UHEHPLOyHENT 
COMPENSATION  SYSTEM  WHICH  IS  ACTUALLY  FUNDED  BY  THE  STATES 
DOESN'T  APPEAR  TO  LEND  ITSELF  AS   A  VEHICLE   FOR   DELIVERIHG 

TARGETED  AID  TO  A  SELECT  GROUP  OF  THE  UNEMPLOYED. 

THANK  YOU  FOR  THE  OPPORTUNITY  TO  PRESENT  THE  VIEWS  OP  PIA  AND 
OF  RAYCHEM.  TO  THE  EXTENT  THAT  I  CAN,  I'M  HAPPY  TO  ANSWER 
ANY  QUESTIONS  YOU  MAY  HAVE. 
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CtWCRESSHOKMI  NUty  ROSE  OAXMt,  CHAIK 
SUBCOKHITTKS  OK  BCONOHIC  8TABII.IMTI0N 
HBARIire  OH  H.R.  486,  THE  "DEFENSE 
PRODOCTIOH  ACT  AMEHEHENTS  OF  1989" 

TUESOhX,  inniE  20,  isss 


TODAY ■ S  HEAKIKG  OF  THE  SUBCOKMITTEE  OH  ECONOMIC 
STABILIZATION  IS  THE  FINAL  PUBLIC  HEARING  CintRBHTLY  PLAHHBD  FOR 
TESTINOmr  OK  H.R.  4S6,  THE  "DEFKHSE  PRODOCTION  ACT  MIEHMENTS  OF 
1989 . " 

ALTOGETHER,  INCLUDING  TODAY'S  SESSION,  WE  HAVE  COHDOCFBD  20 
HEARINGS  AND  RECEIVED  TESTINCMn  FROM  68  NITNB33BS  SINCE  MB  BEGMI 
OUR  EXAMINATION  OF  THE  CURRENT  HEALTH  OF  THE  U.S.  DEFXKBE 
INDUSTRIAL  BASE. 

VERY  CAHDIDLV,  THE  PICTURE  EMERGING  IS  HOT  A  PUA8AHT  OR 
REASSURING  ONE.  ALL  EXPERTS  FROM  GOVBRNHEHT,  INDUSTRY,  LABOR, 
AND  INTERESTED  PUBLIC  ORGANIZATIONS  AGREED  THAT  THE  U.S.  DEFENSE 
INDUSTRIAL  BASE  IS  COHTINUAU.Y  ERODING.  OUR  DEFENSE  INDUSTRIAL 
PREPAREDNESS   MEEDS   MAJOR  SURGERY   AND  THE   OPERATION   IS  UXKi 


I  THIHX  IT  IS  FAIR  TO  SAY  THAT  MOST  AMERICAMS  GO  TO  BED  AT 
NIGHT  CONFIDENT  THAT  «UR  NATIONAL  DEFENSE  IS  STRONG  AND  READY  TO 
MEET  ANY  CHALLENGE.  THAT  IS  ONLY  PARTIALLY  TRUE,  DESPITE  OUR 
$300  BILLION  DEFENSE  BUDGET. 

we  CAM  SPRING  INTO  ACTION  QUICKLY  AND  HIT  THE  GROUND 
FIGHTING  AUiOST  AHyHHBRE  IN  THE  WORLD  WITHIN  A  FEW  DAYS.  BUT  HE 
CANNOT  SUSTAIN  OUR  SONS  AND  DAUGHTERS  IN  BATTLE  BEYOND  TWO  OR 
THREE  MONTHS  OF  CONVENTIONAL  WARFARE  WITHOUT  RUNNING  OUT  OF  VITAL 
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SUPPLIES  AND  HEM0N8.    I  FIHD  THAT  DIFFICULT  TO  BXPIAIH  TO  TRB 
PEOPLE  OP  m  DISTRICT,  MHICH  IS  A  GREAT  IMDOSTRIAL  CEMTER. 

ONLY  LATE  LAST  SOHHER,  THE  UHIC-AlfAITED  COSTBLLO  9ZPCIBH  BY 
THE  DEPARTMEMT  OP  DEFKHBE  MAS  FINALLY  ISSUED.  I  HAS  SHOCKED  AND 
DISMAYED  BY  NHAT  I  READ  ON  PAGE  47  OF  THAT  REPORT.  IT  SAID,  AMD 
I  QUOTE  THE  WORDS  DIRECTLY: 

"THE  DEPARTMENT  OF  DEFENSE  DOES  HOT  KNOW  THE  EXTENT 
MHICH  F0REIGN-800RCED  PARTS  AND  OMPONENTS  ARE  INCORPORATED 
IH  THE  [WEAPONS)  SYSTEMS  IT  ACQUIRES .  THERE  IS  NO 
SYSTEMATIC,  ESTABUSHED  MEANS  TO  IDENTIFY  POREIGH-SOURCSD 
PARTS  AMD  COKPOHENTS  Ufi.  HBHCB,  NO  NAY  TO  DBTBRMIMB  TBI 
EXTENT  OF  FOREIGN  DEPENDENCY  OR  VULNERABILITIES." 
(UNQUOTE) . 

THE  PENTAGON  REPORT  WENT  ON  TO  WARN  THAT  ~  AND  I  QUOTE 
AGAIN  ~  "IN  A  NATIONAL  StERCENCY,  THE  CONSEQUENCES  OF  EXTENSIVE 
DEPENDENCE  ON  FOREIGN  SOURCES  COULD  BE  EXTREME.  ■   (UNQUOTE)  . 

I  DEEPLY  BELIEVE  THIS  ONE  FINDING  ALONE  BY  OUR  OWH  DEFENSE 
DEPARTMENT  JUSTIFIES  FULLY  THE  LEGISUTION  WK  HAVE  BEFORE  US. 

HE  HAVE  THREE  AIMINISTRATION  WITNESSES  BEFORE  US  TODAY  AND 
THBY  HAVE  SOKE  VERY  DETAILED  TESTDKHrY  TO  PRESENT,  MOST  OF  IT  IN 
OPPOSITION  TO  H.R.  486.  I  CWLY  HOPE  TBBY  CAN  FOCUS  AT  SOME  POINT 
OH  THE  CRITICAL  ISSUE  OP  SUSTAINABILITY  OP  OUR  FORCES  IN  C»IBAT 
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AND  NHAT  THE  REAL  DAHGER  OF  TOO  MICH  FOREIGH  DEPEHDEHCY  AMD 
VnUtCRABILITY  MIGHT  MEAN  TO  THE  MATIOHAL  SECURITY  OP  THE  UKITZD 
STATBB  OF  AMERICA. 
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8TAIBMUIT  AMD  TBSTIKOMX 


JOAn  HcBHTEE 
ACTING  DHDBR  SBCReTARI 


BXPORT  ADHItHSTRATIOM 
U.S.  DBPARTHBHT  OF  COHHBKCB 


B.B.  486 
DBPBHSB  PROStJCTIOH  ACT  AMBHDRBNTS  OF  1989 


BEFORE  TBE 
ECONOMIC  STABILIZATION  SUBCOHHITTEE 
OF  THE 
COHHITTEE  ON  BAHKIHC,  FIHAHCB,  AND  URBAN  . 

ONITBD  STATES  HODSB  OF  RBPRBSBHTATIVES 


JOHB   20,    19B9 
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STATEHBHT 


MADAHE  CHAIRMAN  AND  MEMBERS  OF  THE  SUBCOMMITTEE,  I  AM  PLEASED  TO 
APPEAR  BEFORE  YOU  TODAY  TO  PRESENT  THE  DEPARTMENT'S  VIEWS  ON  THE 
PROPOSED  DEFENSE  PRODUCTION  ACT  AHEHDHEHTS  OF  1989,  H.R.  486. 


I  HOULD  LIKE  TO  BEGIN  BY  EMPHASIZING  THE  IMPORTANCE  OF  THE  DEFENSE 
PRODUCTION  ACT  TO  OUR  NATIONAL  SECURITY.  SINCE  1950,  THE  ACT  HAS 
SERVED  AS  THE  BACKBONE  FOR  HOST  OF  THE  CIVIL  AGENCY  PROGRAMS  WHICH 
SUPPORT  THE  MAINTENANCE  OF  A  STRONG  AND  TECHNICALLY  SOPHISTICATED 
DEFENSE  INDUSTRIAL  BASE. 


ITS  AUTHORITIES  PROVIDE  THI 
MOBILIZATION  AND  EMERGENCY  PREI 
CRISIS,  THE  DEFENSE  PRODUCTION 
COORDINATING  INDUSTRIAL  POI 


THE  DPA  IS  ALSO  A  KEY  ELEMENT 
PEACETIME  DEFENSE  PRODUCTION 
TECHNOLOGICALLY-CRITICAL  DEFl 


I  EXAMPLE,  THE  DEPARTMENT 
TIES  AND  ALLOCATI 
DISTRIBUTION  OF  AMMONIUM  PERCHI 
ROCKET  FUEL,  TO  MEET  CRITICAL  DEFENSE  AND  COMMERCIAL  SPACE 
REQUIREMENTS. 


BASIS  FOR  INDUSTRIAL 
'AREDNESS  PLANNING.   IN  THE  EVENT  OF  A 
ACT  HOULD  BE  AN  IMPORTANT  ELEMENT  IN 
OF  NATIONAL  DEFENSE. 


N  IMPLEMENTING  ACTIONS  TO  MITIGATE 
PROBLEMS  AND  PRESERVE 
INSE  MANUFACTURING  CAPABILITIES. 


S  CURRENTLY  USING  ITS  TITLE  I  DEFENSE 

'0  DIRECT  THE  PRODUCTION  AND 
.ORATE,  A  PRIMARY  COHPONEbR  OP  SOLID 
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THIS  ACTION  IS  RBODIRBD  BBCAOSB  OF  TBB  MAV  tSSS  DESTROCTIOM  OF 
PACIFIC  ENCINEERIHG-S  AHMOHian  FBRCHLORATE  FACILIT2  ID  REHDEKSCM, 
NEVADA.   AS  A  RESULT  OF  THE  BXFLOSIOK,  KESS-HCQEE  CHBHICAL  COHPAm 
HAS  LEFT  AS  THE  OHLI  DOMESTIC  SOaSCB  OF  TBIS  KATERIAL.   TBB  DBFBMSB 
PRIORITIES  AMD  ALLOCATIONS  AOTBORITY  IS  ALSO  BSING  DSSD  TO  EXPEDITE 
CONSTRdCTIOH  OF  A  NEW  AMHONiaH  PBRCHLORATB  flMK   NBAS  CBDBR  CITY, 
UTAH.   TBIS  WILL  PROVIDE  A  LONG  TBHt  SOLDTION  TO  THE  PROBLEM. 

TITLE  III  AOTHORITt  POR  LOAMS,  LOAN  GDARAHTEES  AND  PDRCBASE 
COHHITHBHTS  POR  MATERIALS  BA5  BEEH  OSBD  DDRIHG  TBB  PAST  SEVERAL 
YEARS  TO  DEVELOP  AND  EHSDRB  DOMESTIC  30PPLIB3  OP  CRITICAL  ITBHS  BOCB 
AS  POLY-SILICON  FOR  HICR0CIRCDIT8,  TRAVBLIHG  HAVE  TUBE  AIROtAPT  . 
DEVICES,  AND  PITCHED  BASED  CARBOH  AND  BIGB  PDSITY  OtIAXTl  FIBERS  FOR 
COMPOSITES. 

THE  DEPARTMENT  PARTICIPATES  IN  AH  IHTBRAGBliCY  PROGRAM  ONDBR  TITLE 
VII  TO  REVIEW  AND  ASSESS  THE  NATIONAL  SECDRITY  EFFECTS  OF  MBRGBS3, 
ACQUISITIONS,  AND  TAKEOVERS  OF  U.S.  COMPANIES  BY  FOREIGN  INTERESTS. 
TO  DATE,  WE  BAVt  REVIEHBD  APPROXIMATELY  40  TRANSACTIONS  AMD  HAVE 
CONDUCTED  POOR  FULL  INVESTIGATIONS. 

IT  IS  CLEAR  PROM  JUST  TBBSB  PEW  EXAHPLSS  TBAT  TSB  AOTHORITIBS 
PROVIDED  BY  TEE  DPA  ARE  A  CRITICAL  TOOL  IN  TBB  HAINTENAHCE  OP  OOR 
DEFENSE  INDUSTRIAL  BASE. 
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BEFORE  I  COHHBHt  OH  H.R.  486,  I  WISH  TO  RBITBRATB  THAT  THE 
DEPARTHEHT  SHARES  THE  SUSCOHHITTEE'S  GENERAL  PERSPECTIVB  HITH  REGARD 
TO  THE  IMPORTAHCE  OF  THE  DEfEHSE  INDUSTRIAL  BASE  TO  ODR  NATIONAL 
SECURITY.   A  STRONG,  TECHNOLOGICALLY  SUPERIOR  DEFENSE  INDDSTRIAL 
BASE  IS  VITAL  TO  OUR  NATIONAL  SECURITY  BECAUSE  OUR  MILITARY  POItCBS 
DEFEND  ON  THAT  BASE  FOR  WEAPONS  PRODUCTION.   lUlHTAIHIHG  AND 
ENHANCING  THE  DEFENSE  INDUSTRIAL  BASE  IS  A  REI  NATIONU.  SBCURITY 
PRIORITY,  ESPECIALLY  IN  LIGHT  OF  RECENT  TRENDS  IN  THE  WORLD 
MARKETPLACE. 


THE  HORLD  HASKETFLACE  HAS  BECOME  INCREASIHGLY  MORE  IHTBROEPEHDEHT  AS 
HORE  AND  MORE  NATIONS  HAVE  INDUSTRIALIZED,  AND  AS  ODR  ALLIES  BBCOHB 
INCREASINGLY  MORE  SOPHISTICATED  IN  THEIR  DEFENSE  PRCHIOCTIOH 
CAPABILITIES.   THE  UNITED  STATES  NOH  FACES  MAJOR  COMPETITION  IN  A 
NUMBER  OF  KEY  HIGH  TECHNOLOGY  INDUSTRIES. 

THE  U.S.  STILL  PRODUCES  THE  MOST  SOPHISTICATED  WEAPONS  SYSTEMS  IK 
THE  WORLD,  AND  MAINTAINS  A  SIZABLE  DOMESTIC  CAPABILITY  TO  PRODDCB 
THEM.  AS  WEAPONS  SYSTEMS  HAVE  GROWN  IS  SOPHISTICATION,  BOMBVBR,  IT 
HAS  BECOME  INCREASINGLY  DIFFICULT  FOR  THE  U.S.  DEFENSE  INDUSTRIAL 
BASE  TO  BE  TOTALLY  SELF-SUFFICIENT  BECAUSE  THE  MYRIAD  OF 
TECHNOLOGIES  REQUIRED  TO  MANUFACTURE  THE  THOUSANDS  OF  COMPONENTS 
THAT  COMPRISE  ADVANCED  WEAPONS  SYSTEMS. 
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FURTHER,  OUR  HATIOtlAl,  SECURITY  IS  BASED  OH  A  COLLECTIVE  DEFENSE  THAT 
IS  INTERCONNECTED  HITH  ODR  POLITICAL/HILITARX  ALLIANCES  HITH  NATO 
AND  OTHER  NATIONS.   THE  HEED  TO  MAHAGE  THE  COMPLEX  DEFENSE  AND 
ECONOMIC  CONSIDERATIONS  INVOLVED  IH  DEFENSE  COOPERATIOH  HAS 
STIHULATEQ  A  GREATER  DEGREE  OF  COOPERATIVE  HBAPONS  SXSTEH5 
PROCUREMENT  AND  PRODUCTION  BETWEEN  THE  U.S.    AND  ITS  ALLIES.   AS  A 
RESULT,  HE  ARE  BECOHIHG  MORE  RELIANT  OH  OTHER  COUHTBIBS  FOR  A  KIDS 
RANGE  OP  COMPONENTS  AND  PRODUCTION  EODIPHBHT.   IH  TORN,  OTHER 
COUNTRIES  ARE  ARE  ALSO  BECOHIHG  HORB  RELIAHT  ON  THE  DHITED  STATES. 


BALANCING  THE  REQUIHEHENT  FOR  A  STRONG  AND  SELP-SOPPICIENT  DBFtHSB 
INDUSTRIAL  BASB  AGAINST  THE  HEED  TO  COMPETE  AND  COOPERATE  IH  AH 
IHCREASIHGLX  IKTERDEPEHDENT  WORLD  MARKETPLACE  IS  (ME  OF  THE  GREATEST 
CHALLBHCE5  FACIHG  THE  UHITED  STATES  TODAY.   ALTBOOGH  THE  DEPARTMENT 
RECOGNIZES  THE  IMPORTANCE  OF  HAIHTAINIKG  A  STRONG  DOMESTIC  DEPBHSE 
INDUSTRIAL  BASB  AHD  IS  HELL  AWARE  OF  THE  FROBLEHS  CONFRONTING  OUR 
DEFENSE  INDUSTRIES,  HE  DO  NOT  BELIEVE  THAT  H.R.  48fi  IS  AH 
APPROPRIATE  MAI  TO  ADDRESS  THE  ISSUE. 

K.R.  4S6  WOULD  REQUIRE  DOMESTIC  PRODUCTION  OP  ALL  COMPONENTS  OP 
EXISTING  AND  PROPOSED  U.S.  WEAPONS  SYSTEMS  WITHIN  FIVE  YEARS,  AND 
AUTHORIZES  SEVERAL  PROGRAMS  TO  ACCOMPLISH  THIS  GOAL.   IN  OUR  VIEW, 
SUCH  A  POLICY  IS  NOT  POSSIBLE  IH  THE  PREVAILING  IHTBRDBPEHDBNT  WORLD 
ECONOMY,  AHD  COULD  ULTIMATELY  DAMAGE  U.S.  COMPETITIVENESS  IN  EXPORT 
MARKETS. 
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IN  ORDER  TO  BULBOKATB  OH  TUB  DEPABTHEHT'S  POSITION  OH  B.R.  4Se,  I 
mULD  LIKE  TO  BRtEFLI  TOUCH  OK  THREE  POINTS: 

FIRST,  BStABLISHIM  DOHBSTIC  PRODDCTIOR  FOR  ALL  BaSIMTIAL  DEPEIiaB 
MOBtLIZATIOH  HSSDS  IS  BCOMCMICALLX  OniBALISTIC.   TBB  COSTS 
ASSOCIATSD  NITB  SUCS  A  PROCOItBHBIlT  POLICI  COOLD  SB  STAOTBRIBO. 

HE  DO  NOT  BELIEVE  TBAT  RESTRICTING  FAIR  COHPETITIOH  WOULD  IMPROVB 
THE  DEFENSE  INDUSTRIAL  BASE,  OR  NATIONAL  SECDRITY.   A  REgUIREHENT  TO 
BUY  ONLY  DOn E ST I CALLX- PRODUCED  C0HP0NENT5  RUNS  COUNTER  TO 
ADH I  HI  STRATI  OH  POLICY  OH  FREE  TRADE  AND  DEFEH3E  COOPBRATIOH  HITS  OOK 
ALLIES.   FAIR  COflPBTITION  HAS  SIGNIFICANTLY  STRENGTHENED  O.S 
INDUSTRY,  ESPECIALLY  IN  CASES  HHERB  FOREIGH  COKPBTITIOH  BHC00RAGB8 
HODERHIZATIOH  OF  FACILITIES  OB  RESULTS  IN  PRODUCT  QUALITY 
INPROVEHEHTS.   FURTHER,  IN  SOKES  CASES,  OPFSBORS  PROCUREHENT  HAKES 
GOOD  BUSINESS  SENSE  BECADSE  FOREIGN  SOURCES  CAN  OFTEN  PRODUCE 
CERTAIN  SYSTEMS  OR  COHFONEHTS  AT  LOWBR  COST  WITH  AN  EQUAL  OR  GREATER 
DEGREE  OF  EXPERTISE  AND  RELIABILITY.   TBIS  OIRBCTLY  DECREASES  THE 
COST  OF  DEFENSE  TO  THE  AMERICAN  TAXPAYER. 

THE  DEGREE  OF  DOMESTIC  SOURCING  CALLED  FOR  IN  H.R.  4S(  WOQLD  RBOOIRE 
A  MAJOR  CAPITAL  INVESTMENT  BY  THE  GOVERNMENT  AND  INDUSTRY.   FOR 
EXAMPLE,  IT  HAS  SEEN  ESTIMATED  THAT  INCREASING  PRIME  CONTRACTOR 
CAPABILITY  TO  MEET  THE  STATED  RBQDIREMBHT  FOR  PRECISION-GO I DED 
MUNITIONS  ALONE  MOULD  COST  HORE  THAN  $7  BILLION.   UPGRADING 
MOBILIZATION  CAPABILITY  AT  THE  SUBCONTRACTOR  LEVEL  FOR  THESE 
MUNITIONS  HOULO  ADD  AT  LEAST  ANOTHER  Jl  BILLION. 
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INDUSTRIES  LIKE  AEROSPACE,  TELECOnMDHICATIOHS,  AND  IHPORnATIOK 
PROCESSING  WOULD  REQUIRE  GREATER  AMOUNTS  OF  HONEX  TO  TRANSITION 
TOTALLY  TO  DOMESTIC  SOURCIHG,  ASSUMING  IT  HAS  POSSIBLE  TO  DO  SO  AT 


IN  VIEW  OP  SHRINKING  DEFENSE  BUDGET  OUTLAYS,  IT  WOULD  BY  NO  MEANS  BE 
ECONOMICALLY  PRACTICAL,  MUCH  LESS  FEASIBLE,  TO  DOMESTICALLY  SOURCE 
ALL  DEFENSE  PRODUCTION  FOR  WEAPONS  SYSTEMS  AS  CALLED  FOR  IN  ^.R.  4S«. 

SECOND,  REOdlRING  ALL  0.3.  WBAPMS  SISTBHS  TO  BE  OOMESTICALLY 
PRODUCED  HOOLD  HAVE  SERIODS  COHSEQUBNCBS  FOR  COOPBBATIOH  WITB  OUR 
ALLIES. 


SUCH  A  POLICY  WOULD  DISCOURAGE  OTHER  COUNTRIES  PROM  PROCURING  U.S. 
SYSTEMS  AND  WOULD  ENCOURAGE  THEM  TO  EMBARK  OH  INDIGENOUS  PROGRAMS  TO 
ASSIST  THEIR  DEFENSE  INDUSTRIES.   THIS  WOULD  HAVE  A  NEGATIVE  EFFECT 
ON  OUR  BALANCE  OF  DEFENSE  TRADE,  ESPECIALLY  DEFENSE  EXPORTS,  AND 
WOULD  CONTRIBUTE  TO  THE  EROSION  OF  U.S.  INDUSTRIAL  C 
IT  MOULD  ALSO  CREATE  A  SYSTEM  OF  INEFFICIENT  WEAPONS  P 
WITHIN  THE  NATO  ALLIANCE  WHICH  COULD  ULTIMATELY  CONTRIBUTE  TO  1 
EROSION  OF  OUR  COLLECTIVE  SECURITY. 
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AH  EXkHPLB  or  TBIS  IS  THE  CaRRGHI  DHDER-OTtLIlATIOH  OF  PRODUCTION 
CAPACITY  IH  NATO'S  AMHgNITIOH  AND  EXPLOSIVES  IHoasTRI.   HOST  OF  TBB 
ALLIAHCE  BASE  IS  PRIVATIZED  AND  IN  ESSENCE  OPERATES  AS  A  LOOSE  ARRAY 
OF  DISTINCTLY  NATIONAL  PRODUCERS.   TBE  PRICE  A  SINGLE  PRODUCER  HOST 
PAY  TO  MANUFACTURE  A  SIHGLE  ARTILLERY  SBELL  OR  A  METRIC  TOH  OF 


EXPLOS. 


RESULT 
EXPLOS : 


VE  IS  MUCB  HIGHER  THAN  THE  PRICE  TBAT  COULD  BE  ACHIEVED  OHDER 
AHCB  COOPERATIVE  PROCDREHeHT  PROGRAM  IN  WHICH  ALL  PRODUCERS 
BUILD  TOMARD  A  COMMON  GOAL  AND  SHARE  COnHOH  RESOURCES.   AS  A 
OF  INCREASED  COSTS  AND  SCARCE  RESOURCES,  LESS  AHHUHITION  AND 
VES  ARE  BEING  BOUGHT.   THIS  HAS  A  'RIPPLE  EFFECT*  ON  NATO 


STANDARDIZATION,  IHTBROPBRABILITI,  READINESS  AMD  SUSTAIN ABILITY. 
IT  IS  POSSIBLE  THAT  SUCH  A  PRACTICE  HAY  ULIIHATELY  HAVE  A 


DETRIMENTAL  EFFECT  OH  TBE 


SECURITY  OF  THE  ALLIANCB  I 


HE  BELIEVE  THAT  H.R  486  COULD  B 
DEFENSE  INDUSTRIAL  EASE. 


E  SIMILAR  IMPACTS  ON  THE  U.S. 


THIRD,  KB  CANNOT  PRESERVE  CRITICAL  DEFBHSB-RELATBD  IKDUSTRIBS  BY 
FOCUSING  ONLV  OH  HAINTAINING  THB  PORTICM  OP  PRODOCIIOH  THAT  HAS 
DIRECT  MILITARY  APPLICATIONS. 
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HITH  THE  EXCEPTION  OF  THE  LARGEST  DEFENSE  CONTRACTORS,  OUR  ANALYSES 
HAVE  SaOHN  THAT  THE  QEPEN5G-RELATBD  PRODUCTION  OP   HOST  U.S.  FIRHS  IM 
THE  DEFENSE  INDUSTRIAL  BASE  COMPRISES  LESS  THAN  10  PERCENT  OF  THEIR 
OVERALL  BUSINESS  OPERATIONS.   TO  HAIHTAIK  THE  ABILITY  TO  PRODUCE 
DEFENSE  ITEHS,  THESE  COHPAHIES  MUST  BE  ABLE  TO  COMPETE  IN  THE 
COHHERCIAL  SECTOR  AS  HELL  AS  THE  HILlTARir  SECTOR.   THIS  IS 
ESPECIALLY  TRUE  ID  VIEW  OF  THE  FACT  THAT  DEFENSE  SISTENS  ARE 
BECOHING  INCREASINGLY  HORE  DEPENDENT  ON  COHHERCIAL  TECENOLOGICAL 
INNOVATIONS.   AH  EXAMPLE  OF  THIS  IS  OUR  CONCERN  OVER  JAPAN  TAKING 
THE  LEAD  IN  THE  DEVELOPMENT  OF  HIGH-DEFIHITION  TELEVISION. 
THEREFORE,  HE  BELIEVE  THAT  ANY  BROAD-BASBD  REQUIREMENT  FOR  DOMESTIC 
PROCUREHEMT  OF  ALL  DEFENSE  ITEHS  AS  SET  FORTH  IN  H.R.  486  WOULD  HAVE 
A  HIHIHAL  IHPACT  ON  ENHANCING  OUR  OVERALL  INDUSTRIAL  COMPETITIVENESS. 


BEFORE  OHCLUDING  MY  REMARKS  I  MOULD  LIKE  TO  OFFER  A  BRIEF  COKHEHT 
OH  THE  H.R.  4S6  PROPOSAL  WHICH  WOULD  ADD  A  NEW  TITLE  VIII  TO  THE 
DEFENSE  PRODUCTION  ACT  REGARDING  'ECONOMIC  ADJUSTMENT", 

HE  BELIEVE  THESE  PROVISIONS  WOULD  BE  DETRIMENTAL  TO  THE 
ADMINISTRATION'S  ATTEMPTS  TO  REDUCE  AND  RATIONALIZE  THE  DEFENSE 
BUDGET.   THESE  PROVISIONS  ABE  NOT  DIRECTLY  RELATED  TO  THE  PURPOSE  OF 
THE  ACT,  WHICH  IS  rO  PROVIDE  FOR  THE  NATIONAL  DEFENSE  AND  NATIONAL 
SECURITY.   IN  ADDITION,  IN  OUR  OPINION  THEY  WOULD  NOT  EFFECTIVELY 
ADDRESS  THE  MUCH  LARGER  PROBLEMS  OF  INDUSTRIAL  COMPETITIVENESS  AND. 
WORKER  DISLOCATION  WHICH  THEY  SEEM  TO  BE  DESIGNED  TO  OFFSET. 
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IN  SUHHARV,  HE  BELIEVE  THAT  CUMtEHT  PROCRAHS,  ADHIHISTRATIOH 
IHITthTIVES,  AND  IDE  RANGE  OF  OPTIOtIS  AT  OUR  DISPOSAL  UNDER  THE 
DEFENSE  PRODOCTIOM  ACT  AND  OTHER  RELATED  AUTHORITIES,  OFFER  BHOUCB 
TOOLS  FOR  US  TO  ENHANCE  OUR  DEFENSE  INDUSTRIAL  CAFABILITX,  AND 
PROTECT  OUR  DEFENSE  INDUSTRIAL  BASE. 

THIS  CONCLUDES  MI  STATEMENT,  HADAHE  CHAIRHAH.   I  HOOLD  BE  HAPPX  TO 
ANSWER  AHI  QUESTIONS  YOU  HAY  HAVE. 
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SIAIHIQir  ON  THE  ISBCE  mXUCnOl  ACT 

Hadm  Chair  and  MaifcerB  of  tht  Subccnndttee: 

I  an  pleased  to  appear  before  tids  mAcannlttae  to  dlacusa  tlie 
Imxnrtance  of  die  Defense  Production  Act  (ICh)  in  aiqjport  of  DcO's 
enorte  to  inprtriK  industrial  codpetltivcnMS.    Hjr  atatCBMnt  will  cower 
four  subjects.    First,  I  will  di.gcuaa  ttte  Inportonce  of  HiB  current 
authorities  of  the  EFA  and  how  we  are  currently  using  than,     Seccnd,  1 
will  present  a  progress  report  on  cngolne  VdD  activities  to  isprme  U.S. 
Industrial  coopetltiveness.    Next,  I  will  make  a  few  comencs  on  the 
-  specific  leglsUticn  being  considered  by  this  sidxxnmlttae,  R.R.  4S6, 
Finally,  I  will  describe  the  EPA  amenAnents  t^t  ue  are  requesting. 

Before  I  begin,  1  would  like  to  note  wf  appreciatdcn  for  this 
Subaxndttee's  contliuing  interest  in  this  crlticslly  Inportant  subject. 
Your  support  for  binding  Title  111  and  for  maintaining  a  strcng  Indus- 
trial base  progron  boa  been  liqportant  Is  helping  ua  n^ce  the  progreas  «e 
have  nade  md  your  ccntliulng  support  will  be  equally  helpfiil  In  the 

Bdattnn  rPA  Authorities 

The  IFA  foniB  the  policy  hub  for  our  industrial  base  v 
It  provides  vital  authorities  for  our  industrial  prepareAieas  pi  _ 

progrons .  It  also  provides  on  Irportant  part  of  the  UKlerpIiidng  for 
our  efforts  to  revitalize  the  Industrial  base  and  isprme  the  ccnoetl- 
tlveness  of  Industries  that  produce  for  defense.  Hie  deg^ree  to  vni<h 
DoD  relies  on  these  current  authorities  for  infiortant  or^olng  progrsnis 
provides  the  most  ctnpelllng  argnrent  for  esctending  these  au&nrities. 
In  the  following  sectlcns ,  I  will  briefly  describe  how  ve  use  current 
DPA  authorities. 

Decimation  of  Policy  ~  The  DPA  «es  originally  arorowed  after 
the  1950  North  Korean  Invasion  of  South  Korea  to  provide  authorities  to 
manage  the  mobilization  for  this  conflict.    Ihe  declaration  of  Policy 
was  revised  In  1955  to  reduce  the  eDfAiasla  on  current  mbblllzation 
nanagHnent  and  to  place  greater  emphasis  on  maintaining  a  ccntlrulng 
level  of  Industrrial  and  ecooomlc  preparedness  for  arergencles  that  ml^t 
arise  in  the  future.    DoD's  Industrial  Preparedness  Planning  (IIT) 
progran  derives  its  principal  authority  fran  this  policy  statememt. 

Of  particular  Inportance  is  the  proviso  that  «es  added  In 
1980,  at  the  behest  of  this  Subccnmittee,  to  reorient  the  DPA  aua^  fzam 
an  caccluslve  focus  on  tDbillzatdon  preparedness  and  to  provide  a  broader 
focus  on  preparing  "to  respond  to  actions  occurring  outside  the  United 
States  i^iich  could  result  In  the  temlnatlon  or  r^uctdon  of  the  availa- 
bility of  strategic  and  critical  materials,  including  energy,  and  which 
would  adversely  affect  the  national  defense  preparedness  of  the  Utalted 
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Title  I  "  Priorities  and  Allocations 

Title  I  autiiorlzes  the  President  to  order  priority  perfonnance 
an  national  defsise  contracts  and  to  allocate  materials  to  proncte 
national  defense.    Priority  contract  perfonnance  auSwrlty  is  carried 
out  dnroug^  the  Defense  Priorltiee  and  Allocations  System  (IS'AS)  i 
the  controlled  materials  allocation  process  also  authorized  under  Title 
I  was  recently  placed  on  standby,  althou^  the  progrm  remains  available 
to  be  reactivated  quickly  dirlng  an  anergency. 

Priority  contract  performance  authority  is  of  vital  inportance 
'  both  as  an  aiergency  prqiaredness  nsasure  and  as  a  tool  of  d^-Co-day 
weapon  program  managenient .     Priority  ratings  are  routinely  applied  to 
mast  defense  programs,     Althou^  the  priority  rating  system  requires 
minimal  enforconent  in  peacetime,  yiten  schedules  are  not  as  urgsit  as 
they  wjuld  be  in  a  conflict  or  crisis,  these  ratings  neverthelefis  play 
an  inportant  part  in  helping  to  keep  Inportant  prograna  or  schedule.     We 
have  the  authority  and  the  procedures  In  place  to  take  necessary  actions 
to  maintain  progran  schedules,  and  these  audioritles  are  used  on  a 
regular  basis  to  solve  production  problane. 

These  procedures  are  linportant  t^ienever  «e  face  a  supplier 
problem  such  as  bottlenecks  or  schedule  conflicts .    Ve  can  uork  with  the 
supplier  to  resolve  his  problems  and,  If  necessary,  we  can  order  the 
supplier  to  rearrange  Ms  production  schedules.    Precisely  because  the 
procedures  eslrablished  under  DPAS  work  effectively,  we  seldom  have  t:o 
take  these  sorts  of  actions.     CPAS  played  an  luportant  role  in  ensuring 
a  continuing  supply  of  annsniun  perchlorate  to  the  mast  critical  pro- 
grams after  the  accident  at  one  of  the  tuo  facilities  producing  this 
critical  ccoponent  of  solid  fuel  for  large  rodcet  cotxars. 

Title  III  "  Financial  Incentives  to  Eicpand  Productive  Capacity 

Title  III  has  been  an  Integral  part  of  the  DPA  since  its 
original  approval  In  1950.     It  authorizes  tte  Federal  Govennent  to  make 
purchases,  purchase  guarantees,  loans,  and  loan  guarantees  to  esqiand 
national  defense-relatred  productive  capacity  and  etspply.    After  being  in 
an  inactive  status  for  many  years.  Title  III  was  recriented  in  198A  aitd 
the  program  has  been  revit:allzed. 

The  Air  Force  Syst:ems  Connand  serves  as  the  Executive  Agent 
for  the  DoD  Title  III  ptK^an.    Ifoder  the  terms  of  an  interagency 
agrcanent ,  Title  III  funds  are  limited  to  making  purchase  guarantees 
cnly,  and  the  IffA  requires  potential  Title  III  projects  to  meet  the 
folloulng  requirements; 

o       The  material  is  essential  to  the  national  defense 
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o       National  defense  requirements  for  the  mterlal  will  exceed 
daneetlc  capacity  to  prodice  tbe  nsterlal,  even  after  the  neir 
Title  III  c^jaclty  ccnes  on  line. 

The  purpose  of  the  Title  III  program  la  tn  develop  new  denes- 
tic  capacity  for  materials  needed  for  currait  snd  fiiture  we^xns  sys- 
toiB.    Under  the  guidance  of  an  OSD-chalred  Steering  CoDmlcCee,  the 
Title  III  Program  Office  has  developed  effective  procedires  to  IdEntLfy, 
'  select,  and  manage  the  noHt  critical  projects.    Projects  hove  been 
approved  to  provide  purchase  guarantees  to  develop  danestic  production 
c^)aclty  for  materials  such  as : 

■liccn  for  Infrared  detectors  and  hl^-pouer 


o       Hlrfi  purity  polyei: 
switching  devices 


Discontinuous  Silicon  Carbide  Reinforced  AlontiMp  (EBA)  for 
use  in  Blrcraft  and  missile  eCmcturea,  eldns,  guidance 
cmponents,  and  optical  sensing 


i  In  engines,  missiles,  space  vddcles. 


o       Rhenium  metal,  an  advanced  allaying  element  to  provide 
hig}i--taif>erature  heat  resistance  In  aircraft  jet  engines 

o       Oxide  Dlapersion  StrenRthened  ((PS)  Thin  Sheet,  a  meUl  wltti 
high-tenf>erature  heat  and  corrosion  resistance  that  can  be 
used  In  aircraft,  missile,  and  space  vehicle  structures. 

This  list  of  projects  makes  clear  DoD's  focus  In  managliiR  Oils 
program.     If  It  is  glvai  continuing  support  wltihlR  Cffligresa,  it  will 
play  a  major  role  In  providing  dcmestlc  production  capaliilities  that 
would  not  exist  in  the  absence  of  the  Title  III  Incentives.    I^ter  In 
the  testiuony,   I  will  discuaa  hoM  the  Title  III  progran  relates  to  other 
programs,  such  as  MarCTei-'i.     TTu  main  point  I  uant  to  make  In  this 
section  of  my  stataient  is  that  we  regard  the  Title  III  progran  as  being 
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totally  unique  In  the  spectrun  of  defense  industrial  base  proKraie.  It 
is  a  critical  part  of  our  effort  to  bolster  defense  industrial  ccopetl- 
tivaiese  and  It  la  essential  to  continue  flie  existing  authorities  In 

Title  VII  —  Gergral  Autfaadtlea 


o        Section  70S  provides  authorities  to  uidertake  surveys  of 
Indutxy  capactty  and  ^liabilities  and  requires  industry  to 
respond  to  tiiese  surveys.    Iliese  audiorlties  are  routinely 
used,  b^  the  Bureau  of  the  Census  eoxxig  otliers,  to  siqipcart  a 
variety  of  Inportant  data  gathering  and  statistical  analysis 
efforts 

o        Sectlwi  708  provides  the  authority  to  establish  ■voluntary 

agreanaita  with  Industry.     VoUmcary  agretments  are  an  inpor- 
tant preparedness  progcan;  they  audurlze  industry  to  Mork. 
together  to  develop  Improved  preparedness  prograns,  to  share 
data  en  new  production  techniques,  and  to  sh^e  resources 
dirlng  an  emergency  to  reduce  bottlavedcs  and  maxltiiize  pro- 
duction.    ( Subsequent Iv,  I  will  address  sane  changea  we  are 
requesting  in  Section  708) 

o        Section  710  provides  the  Federal  Bnergency  Managaient  Agency 
and  the  civil  deportments  wit^  the  authority  to  maintain  a 
Rational  Defense  Executive  Reserve  to  augnent  the  Federal 
workforce  vlth  experienced  persormel  in  an  emergency.    This 
alloHS  agencies  to  undertake  training  activities  vnder  tMs 
important  preparedness  program 

o        Section  721,  a  new  section  added  in  1988,  gives  the  President 
e9q>Iicit  authority  to  block  mergers,  acquisitions,  or  take- 
overs of  U.S.  firms  by  foreign  persons  if  he  determines  that 
the  acquisition  vxild  threaten  or  impair  U.S.  natlcnal  security. 

In  smmary,  the  IFA  provides  a  critical  underpinning  for  both 
our  efforts  to  maintain  prqiaredaess  for  a  crisis  or  conflict  and  our 
ongoing  day-to-day  program  t:o  bolst:er  defense  Industrial  ccnpetitlve- 
ness.     I  vd.ll  now  discuss  sane  specific  efforts  that  are  undeztray  within 
DoD,  under  the  authority  of  the  DPA  or  other  legislation,  to  iiqnTove  the 
cjqiE^ilitles  and  ccnpetitlviaiess  of  our  industrial  base. 

Bolstering  Defense  Industrial  Ccnpetitlveness 

As  you  knew,  "Bolstering  Defmse  Industrial  Caipetittveness" 
has  been  a  major  initiative  of  the  Under  Secretary  of  Defense  CActjui- 
sitlon).     In  June  1988,  DcJ)  Issued  its  report  eunnaarizlng  the  results  of 
a  year-long  evaluation  of  our  Industrial  base  program.     In  tMp  section, 
I  will  discuss  DoD's  progress  in  isplenenting  the  recannendatioi^'  of 
this  report  and  other  efforts  to  inprove  our  industrial  base  pl<.lnlng 
and  managaient  capabilities . 


yGoogle 


Hie  "Bolsteting"  report  recognized  die  Increased  risk  end 
potential  econanlc  costs  of  eo^essive  reliance  en  foreign  production 
sources.     It  also  noted  that  loss  of  leading  ec^  tediulogLcal  capa- 
bilities to  forel^  sources  can  undemdne  a  central  tenet  of  our  noil- 
cary  strategy.     If  we  cannot  ensure  access  to  state-of-t^te-orc  prodbct 
and  process  tednologies,  we  may  face  a  situation  where  our  ability  to 
field  tednologically  superior  «e^xns  systems  relies  cn  tec^molo^^s 
that  foreign  sources  jxy  or  jxy  not  choose  to  share  wldi  us.    Tbe  U.S. 
camot  offset  its  disadvantage  In  quantities  wltli  qualitative  parl^  or 
li)ferlorlt7. 


sourcing  In  specific  veapona  systeoE  (sponsored  by  the  Joint  logistics 
Ccmnanders)  found  that  most  program  managers  and  bikers  will  aclmoHle^ge 
tliat  the  sourcing  of  their  cccponents  and  materials  is  an  issue  that 
they  just  do  not  think  about.     The  systan  toids  to  place  primacy 
orphasis  on  technical  performance,  cost,  snd  production  sdiedile  and  to 
grade  the  progran  manager  on  the  extent  to  which  he  accaiplldies  or 
fails  to  acccupllsh  these  cd>jectrLves.    Ue  need  to  redress  this  Inhal- 
ance,  and  we're  working  to  do  that,  as  I  will  discuss  later. 

Hie  JLC  atu^  also  found  that  In  most  cases  the  fiarel^ 
sources  offered  either  better  price,  hi^ier  quality,  or  better  delivery 
terns  —  often  all  three.     In  marr^  cases,  our  dcoestic  sources  are 
slnply  being  out-manufact:ured  by  their  foreign  conpetltors.     Based  on 
these  ccncluslons,  a  central  objective  of  DcA's  manufacturing  and 
quality  policy  has  been  to  help  American  Indistry  perform  better.    This 
requires  changes  In  the  way  Dd)  and  indistry  do  business.     It  requires 
developnmt  snd  Inplementatign  of  world-class ,  advanced  manufacturing 
technologleB  and  developnait  of  dccnestic  edacity  to  produce  advanced 
materials,  cotqicnGnts,  and  systems,    Ihe  following  sectdcns  will  discuss 
sane  of  our  efforts  to  make  this  happmi. 

Defense  Manufacturing  Board 

The  establlshient  of  a  Defense  I'fanufacturing  Board  (1KB)  wbs 
identified  as  a  major  initiative  to  raise  Om  visibility  m^  attentloc 
given  to  Industrial  base  Issues.    Ihe  IMB  Is  envisloied  as  a  hl^-level 
advisory  body  that  will  help  DdD  Identify  the  key  Industrial  base 
Issues,  crystallize  the  best  thliddng  of  goverment,  Industxy,  labor, 
and  acadonlcians  cn  the  si±iject,  and  help  develop  DcO's  agoids. 

The  EMB  has  been  established  and  la  functioning  effectively. 
Ve  have  obt:aIned  the  cnthisiastic  participation  of  an  outstanding  group 
of  Individuals,  including  Mr.  Ton  Murxln,  fonner  President  of  the 
^festinghouse  &iergy  and  Advanced  Technology  Groiq>,  lAu  Is  chairing  the 
EMB.     The  Board  has  four  standing  ccnndttees: 
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Hcbotmeiroouglas  Hellcoper  Co. 

Since  the  Board's  first  meetii^,  held  on  October  12,  1988,  the 
ccnniLtteea  hove  eatablished  an  initial  agenda,    llilrteen  specific 
projects  have  been  ^>pyoved  by  the  ttader  Secretary  of  Defense  for 
Acquisition,  ranging  fran  the  fonailfltion  of  a  M)  policy  on  foreign 
o«nershlp/control  to  develofxnant  of  a  Nattooal  Coalition  for 
-  Manufacturing  Education.    A  ccoplete  list  of  approved  EMB  projects  is 
included  at  attaclmsit  A. 

Total  quality  Manafjeoent  (TXyO 

He  recognize  that  a  ccopetltive  manufacturing  base  needs  to 
produce  quality  prockicts ,  so  ve  are  prarotlng  the  concept  of  Total 
Quality  Management  (1Q4) .    Ihls  concept  relies  on  a  concern  for  quality 
at  all  levels  vltiiin  an  organlzatlcn.    Key  features  of  a  TXfi  program 
are: 

o       Hsnagenent  cmiuLUTiait  to  continuous  isprovonmt 

o       Kifihasls  en  preventing  rather  than  detecting  and  fixing 
defects 

o       Focus  on  the  processes  for  producing  products  and  services 

o       Kicouragensit  of  listctvatlon  and  ^plicat:ion  of  new 
tednologies  and  procedures. 

Ihe  "njl  concept  has  major  potentlil  to  Imprcwe  the  vaj  DcD  and 
Its  contractors  do  business.     For  eacaiple,  using  TCfi  principles,  the 
Navy  Aircraft  Overhaul  Facility  at  QjCTTy  Point  increased  prodictlvlty 
73  percent  in  the  grlnd-plate-grind  process,  reAiced  engine  teat 
failures  by  90  percent,  and  reduced  Inspecticn  rejects  of  helicopter 
rotor  hub  repairs  by  80  percent.    IMs  facility  was  recently  reco^dzed 
by  a%  for  its  achievements.     Inplanenliatlon  of  Statistical  Process 
Control  on  the  COFFESHEAD  and  FAIXIOr  wsihead  pxt)grens  resulted  In  an  80 
and  94  percoic  reduction  in  machining  operatlcn  defects,  respectively. 

On  August  30,  1988,  the  liider  Secretary  of  Defense  for 
Acquisition  directed  the  inplonaiCatlon  of  Kfl  In  the  actmisltdon 
process  and  called  for  full  irplementatlon  of  TT^  within  hoth  Go>vemaenc 
and  industry.    Ihis  Tffi  initiative  could  mske  a  major  <hange  In  the  v^ 
ve  design,  build,  and  test  products  and  could  be  a  major  step  In 
iufiroving  the  ccmpetitiveitess  of  our  Industrial  base. 
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IndjBtrtal  Baae  Information 

Our  "Bolstering"  nport  recopdzed  die  need  for  Dc£  to  hcrve 
better  and  more  timely  Inforsistlcn  on  nanifacturlng-related  Issues  such 
as  foreign  sourclng,  mergers  and  acqulsltlcns,  and  Industrial 
pr^arediess  measures.     IVadltionally,  defense  decisl^nnklng  has 
suffered  because  of  an  absence  of  data  en  tbe  Industrial  baaei  ntxtavex, 
what  data  has  been  developed  has  usually  been  collected  In  an  ad  hoc 
manner  so  that  confiarieone  and  policy  Wlyses  ««r«  difficult  to 
perform.    He  have  done  fairly  veil  at  identifying  problana,  not  so  well 
at  determining  iiMch  are  the  most  serious  problonB  or  developing 
'  solutlcns. 

A  variety  of  efforts  are  undenray  to  iiifjrove  the  availability 
of  indust:rlal  base  data,  tie  together  adstlng  data  sources,  and  use 
available  data  more  effectively  In  our  policy  analysis  and  dedslcn- 
maldng.    Kk)  ongoing  efforts  are  especially  wrtt^  of  not:e. 

First,  we  are  continuing  to  develop  the  Defense  Industrie 
Netunrk  (DJSEX).    TWEr  vaa  Identified  In  the  19BS  "Bolstering"  raioct 
as  an  essential  tool  t:o  address  U.S.  tnanufacturing  Issues  more  efuc- 
tlvely.    Today,  a  basic  operating  capability  csdsts  toi 

o        Identify  alterttate  sources 

o       Perfoim  facility  Inpact  assessments 

o       Provide  corporate  taxifiles 

o       Identify  major  si^llers  for  spprcndmately  3,000  weqxn 
systems. 

"RiB  system  currently  serves  70  users  In  13  DcC  organizations.  Ve  have 
Invested  apprcndmately  SI. 4  million  in  the  DINET  project  since  1985  and 
have  plans  t:o  make  the  system  more  capable  and  ccoplete  Its  developient, 

Tbe  SCOAIES  project  Is  closely  related  to  DBET.     SOC3tA3ES 
provides  information  «hich  sllous  ccii|>arisons  betueen  the  positlcos  of 
U.S.  Industry  and  Industry  of  other  nations  In  critical  tectmologles. 
As  you  ViKK,  the  "Bolstering"  repcrct  reccnmended  that  these  two  systxnB 
be  merged  into  a  single,  ccnprehensive  industrial  data  management  system 
that  would  give  DoD  a  capability  to  both  fomiilate  and  lirplenent  acqui- 
sition strategies  with  definitive  Information  en  industrial  capabllitleB 
and  the  iafiact  of  defense  decisions  on  these  capabilities.     DevelopiKnt 
and  reflnemgit  of  S0CSAIE5  has  continued,  a  DoD  directive  has  been 
draft:ed  to  occcmplish  the  merger,  and  increased  staff  coordination  has 
taken  place  to  ensure  that  the  systrons  are  coordlnat:ed  and  ccnpatlble. 

The  second  ongoing  effort  is  on  OSD  staff-led,  trl-servlce 
initiative  to  redefine  and  reformat  the  PmAxtioa  Base  Analysis 
process.  Obviously,  DdD's  interests  In  the  defense  industrial  base 
arise  fron  the  need  to  satisfy  the  materiel  requirements  of  odlitary 
operations.  He  nust  maintain  tl*  technological  capobtllty  to  decer 
conflict  and,  should  deterrence  fail,  ve  nust  have  the  production 
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capability  to  sustain  conflict.    A  nuoter  of  studies  have  questioned 
Industry's  ability  to  produce  the  nateriel  needed  to  moblUze  or  to 
sustain  military  operations.    The  "Bolstering"  report  recognized  that 
more  needs  to  be  done  to  link  production  capabilities  ultii  operations 
plsTxdng.     To  this  end,  detailed  industrial  base  data  and  analysis 
requirements  have  beei  devEl<^d  for  inclusion  In  the  "Defense  Qiidance" 
and  a  ccomlttee  of  OSD  and  S^ivice  staff  representatives  Is  meeting 
twice  monthly  to  develop  coordinated  definitions,  data  requiraients,  end 
data  collection  procedures  for  the  FM  process.    And,  under  the  leader- 
ship of  the  Joint  Staff,  DoD  is  ^rvelopli^  a  Joint  Industrial  Hsbillza- 
tion  Planning  Process  (JIMPP) .    JIMPP  will  link  operational  requirraHits 
more  closely  with  productlcHi  issues  by  ge^ratlng  estimates  of  resource 
requireraents  to  support  specific  operaticns  plans  aod  identifying 
production  capabilities,  shortfalls,  and  necessary  raiKdial  actions. 

Closely  related  to  tMs  Initiative  is  the  Graduated 
bbbllization  Response  ((UR)  concept,  vhidh  is  being  fully  igplgnented 
within  DoD  and  the  civilian  agencies.    Under  Hie  GHt  conc^t,  ue  are 
developing  nore  effective  measures  of  lilcely  mobilization  requlremaits, 
refining  our  plans  and  capabilities ,  and  develiiplng  a  system  of 
increniental  preparedness  options  that  can  be  Inplemented  by  policymakers 
to  structure  a  imre  effective  and  tlimly  Industrial  response  to  a 
crisis. 


One  major  pzobleni  that  has  traditionally  hindered  EoD's 
efforts  to  raise  the  visibility  of  Indjstxial  base  Issues  is  the  absaice 
of  clear  responsibilities  In  this  area  for  tlie  individual  vho  has  the 
greatest  single  influence  over  industrial  base  and  foreign  dependency 
issues :     the  program  manager  (HI) .     The  way  DoD  is  structured  to  develop 
and  acquire  weapons  systems ,  t^  program  manager  nakes  most  of  die  deci- 
sions that  will  ultioiately  affect  the  industrial  base.    Early  design 
decisions  can  determine  whether  the  system  will  rely  on  ccnponsits  or 
materials  that  are  produced  only  offshore,  and  his  acquisition  strategy 
will  determine  whether  he  will  face  up  to  added  risk  involved  in  foreign 
sourcing.    And,  these  decisions  mainly  have  been  locked  In  by  the  time 
D6D  uekes  its  producticn  decision, 

DoD  has  a  nmber  of  efforts  underw^  to  address  tuo  related 
problems  within  tiie  acquisition  process.    First,  we  are  trying  to  ensure 
that  industrial  base  issues  are  addresaed  earlier  ^  the  acquisition 

process,  vfale  there  is  still  time  to  atlect  tiiaa.     Generally  speaking, 
itisnudi  easier  {and  less  costly)  to  design  producibilif^  into  a 
syst»ii  in  the  first  place  than  it  is  to  try  to  reconfigure  a  design  once 
production  has  begun,    CXjt  efforts  include  a  major  initiative  to  prmote 
concurrent  englneerlnK  practices.     This  calls  for  more  effective  Inte- 
gration  of  design  and  production  and  increased  attention  to  produci- 
bility  issues  during  the  ^reapon  systan  design  phase.     DcD  has  Issued 
regulatory  guidance  to  tiie  program  managers  aiul  is  aggressively  pursuing 
tills  concept.    You  will  note  in  attactment  A  that  tMs  issue  has  also 
been  adopted  as  one  of  the  initial  projects  of  the  Defense  Hanufacturlng 
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Our  second  effort  Is  to  Increaae  the  vlalbtllty  of  toduatrlal 
baae  jjsuea  in  the  acqulaltlcn  proceSF    Host  pcogrnt  nanaaen  will 
adcnowledge  diat  Industrial  base  Issun  are  typically  an  axtexthcught  in 
tt^r  progran  ovnagenent  decisions.    DoO  has  tBided  to  fiscus  tlie  Hi's 


attention  en  Issues  such  as  tecJwiical  perfomance,  coat,  sdiedile,  and 

EranDtlng  ccnpetidon.     Generally,  we  hove  not  given  His  die  responal- 
llity  or  the  resources  to  consider  liie  Inpaet  of  tlieir  decisions  on  the 


industrial  base.  Ve  are  tatdng  steps  to  correct  tMs,  The  Defoise 
^stents  Managenent  College  is  pd>Ushlng  a  DoD  Guide  on  tiiis  sidiject, 
which  will  serve  as  a  reference  doeunent  for  Hb,  OSD  is  working  to 
establish  more  effective  procexhirea  and  policies  to  ensure  that  these 
'  Issues  are  ccsisidered  by  His  throu^xxit  the  desigp  and  development 
process;  among  otiier  tMnga,  we  are  taking  action  to  raise  tii  visi- 
bility of  these  Issues  at  Defense  Acquisition  Board  milestone  reviem. 

Manufacturtry  Technology  Progran 

DoD  establlBhed  the  Manufacturing  Tedmology  (MattTedi)  prograa 
in  the  late  19509  in  response  to  a  growing  need  for  aevelopiient  <a 
advanced  manufacturing  processes .     Ihe  continuing  need  for  the  tfariTedt 
program  has  been  supported  in  virtually  every  L^islative  Branch  and 
EitecutivB  Braiu^  study  that  has  ensEidned  the  defense  industxlal  base, 
includli^  the  landnaik  1980  Ichord  Subconnlttee  review  of  the  industrial 
base,  various  Defense  Science  Board  studies,  and  die  198S  "Bolstering" 
report, 

Eadi  Service  and  VLA  have  established  KanXech  programs.    Over 
the  years ,  the  progran  has  had  many  successes .     The  progran  played  a 
leading  role  in  development  of  ruierlcBl-control  technologies  and  has 
given  major  support  to  develc^xnent  of  advanced  CAD/GMi  processes.    Txtm 
developnent  of  more  efficient  methods  of  producing  galllun  arsenide 
Integrated  circuit  substrrate  matierlal  to  develcpnent  of  new  laser 
welding  processes,  the  MariTech  progran  has  developed  new  productioi 
capabilities  that,  ^^icn  Implemented,  save  money,  improve  quality,  and 
reduce  scrap  and  revrork. 

Dissemination  of  new  manufacturing  technologies  is  a  prlndpal 
objective  of  the  program.    Technical  reports  are  distributed  via  the 
sponsoring  program,  the  Defense  Technical  Ihformatlcn  Center,  regular 
hfanTech  program  technical  conferences  and  synposia,  and,  more  recently, 
through  the  auspices  of  the  >fenufecturing  Technology  Infortnsticn 
Analysis  Center  0-niAC).    Established  In  1984,  KTIAC  serves  as  the  focal 
point  for  HarCTech  progroa  Information  and  also  answers  queries  shout 
various  manfacturlng  technology  subjects. 

Althou^  the  program  has  been  extremely  effective,  finding  has 
been  a  continuing  problem.    Like  every  other  DoD  progran,  Maifl^edi  suat 
ccupetie  for  constrslned  budget  funds.  The  progran  is  typically  funded  in 
the  range  of  $200  million  annually,  but  tfanlech  Investment  funds  did  not 
keep  pace  during  the  defense  buildup  of  the  early  1980a,  and  the  current 
defense  budget  enviroment  is  likely  t:o  Increase  the  challenge  of 
inaint:aining  the  progran  at  an  adequate  binding  level.    Vy  onice  Is 
developing  a  more  effective  procedure  to  int^face  with  Hts  EPBS  pro- 
cess, \Aildi  will  ensure  that  MarO'ech,  as  well  as  the  other  Industrial 
rescurces  prograo  elements,  are  effectiively  r^resented. 
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liidua  trial  Koderrdzation  Incentives  Prosran 

The  Industrial  Hsdernlzation  Incentives  FroKran  (IMIF)  was    - 
plcneered  by  the  Air  Force,  under  tlte  origliial  name  at  TecMod.    After 
iftm  Air  Force's  Initial  successes  villa  this  progran  about  a  decade  ago, 
it  was  established  as  a  DoD-wide  progran  to  prcmote  contractor  invest- 
ment for  isfiroved  productivity.     The  IHIF  provides  an  Incentive  for 
contractors  to  make  factory-floor  Iiwesttnents  that  enhance  productivity, 
inprove  product  quality  and  reliability,  and  reduce  tiie  total  ounershlp 
cost  of  ueapons  syEtans  by  inplarentlng  iufiroved  nanufacturliig  techno- 
logies.    Ihe  IMTP  achieves  this  incentive  by  allawlng  contractors  to 
share  in  the  cost  savings  of  these  manufacturing  process  improvements 
and  providing  bche  indcnnification  against  the  risk  of  program  cancella- 
tion or  cutback. 

Although  the  Air  Force  has  traditicmally  been  the  most  active 
In  pursuing  IKIF  projects,  t^iere  is  nov  an  active  program  within  all  of 
the  Services  and  DLA.  Additionally,  within  the  past  few  years  there  has 
been  an  increased  focus  oti  IMIP  efforts  within  die  critically- inportant 
siibcontractor  base  to  ensure  that  critical  lOKer  tier  producers  can  reap 
the  financial  benefits  of  productivity  and  quality  inprovanents. 

Closely  related  to  the  IMIF  is  the  Havy's  "Best  Manufacturing 
Practices"  project.    Under  this  program,  goverment  teons  are  invited 
into  key  contractor  f acllitiee  to  evaluate  their  production  facilities . 
Promising  design  and  manufacturing  practices  are  docarented  so  that 
other  producers  can  be  made  aware  of  the  current  state  of  the  art  in 
manufacturing  practices. 

Sectoral  Strategies 

DoD  and  other  Federal  agencies,  in  cooperatl«i  wldi  industry, 
have  developed  a  nixdicr  of  targeted  programs  aliced  at  Increasing  the 
ccDpetitiveness  and  responsiveness  of  specific  critical  sectors.    The 
mast  prcniinent  of  these  include  projects  related  to  the  machine  tool  and 
saniconductor  Industries,  both  of  rfiich  have  involved  significant 
goverment  investments  and  assistance  in  industry  efforts  to  develop 
better  process  technologies  and  inprove  their  conpetitiveness.     We  are 
also  ccnpleting  developnent  of  a  similar  progran  that  will  be  directed 
at  anotl^r  critical  sector,  the  precision  optica  Industry. 

Our  initial  i^jproacbes  to  sectoral  action  irere  developed  in  an 
ad  hoc  trenner,  often  in  respcmse  to  industry  requests  for  trade  relief 
or  "Euy  Ainerica"  procuranent  restrictions.    However,  over  the  past  few 
years,  a  systesiatic  apyroach  to  restoring  t±ie  coipetitiveness  of  cri- 
tical sectors  has  begun  to  onerge.    As  I  noted,  the  diallenge  we  face  in 
trying  to  limit  foreign  sourcing  is  to  develop  equally  or  mare  advanced 
dccEstic  capabilities.    The  program  slnply  will  not  wri(  If  all  we  do  Is 
deny  ourselves  foreign  technologies.    V^  nust  maintain  or  rebuild 
technological  leadership  In  this  country. 
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Therefore,  tix  approach  diet  has  begun  to  emerge  provides  for 
targeting  R&D  funds,  provi^ng  better  Information  on  DoD  needs  and 
selected  i^iilaCor?  relief,  mid  fostering  joint  Industzy-govuimsit 
initiatives  to  develop  and  Infilement  liqiroved  imufacti^ing  tedsiologies 
md  capeblllties.    Ue  Increasingly  see  this  approach  In  acttcn.    Tac 
eaunple,  SDIO  Is  sponsoring  developnent  of  Manufacturing  Operatlcns 
DevelopncnC  and  Integration  Labs  (MDILs)  to  develop  and  diffuse  better 
manufacturing  practices  for  large  optica  aod  other  critical  tedmolo- 
gles.     DARPA  has  also  recently  taken  on  the  <^llenge  of  developing 
liifntived  nfimfacturlng  proceasea  viOt  its  estsbllehnent  of  a  Defense 
Manufacturing  Office.    This  xtea  office  provides  greater  visibility 
'  vithin  DAIiFA  for  develcpoait  of  advanced  meniEBCturliig  processesi  It  is 
sponsoring  a  nid>er  of  hl^  technology  development  programs  dealing  vlth 
Issues  auch  as  Infrared  focal  plane  array  prootclbility,  mchlne  tools, 
and  advanced  materisls .     Ihese  activities  alLow  tlie  Federal  GcFvemnaiC 
to  deal  selectively  with  indkistrial  problems  and  to  ensure  Oiat  ve  will 
h«ve  access  to  the  new  technologies  and  prodtctlon  capabilities  that  we 
will  need  In  the  &iture. 

TIhe  Bole  of  the  IffA  Title  III  Prograii  In  MwncinB  Incfastrlal 
CcnpetitlVBiess 

Earlier  in  this  statanent,  I  gave  a  brief  description  of  hew 
0)B  DPA  Title  III  progron  operates.     In  this  section,  I  will  discuss  the 
Inportance  of  this  progron  and  describe  how  it  ties  In  with  DoO's  other 
Industrial  base  enhanceiEnt  Initiatives. 

Briefly  stated,  the  Title  III  program  is  completely  unique  and 
is,  In  many  ways,  the  cenOral  elenent  of  cur  efforts  to  bolster  dcnestic 
Industrial  ccofwtltivGness.     It  is  the  only  DcD  progran  e]q>licitly 


materials. 

tloned  earlier,  t^  Title  III  program  is  structured  to  take  a  ccoftre- 

henaive  view  across  the  entire  defense  industrial  base. 

Last  year,  for  the  flret  tine,  the  Title  III  program  conducted 
a  project  call  and  evaluation  process  using  systamtlc  solicitation  and 
evBluaticm  procedures.    Projects  were  solicited  on  the  basis  of  a  call 
letter  to  the  Services  and  follow-up  contacts  hy  the  program  office.     19 
suggested  projects  were  subjected  to  a  rigorous  evaluation  against  the 
screening  criteria  established  by  lawi  t^se  that  met  tliese  criteria 
were  then  ranked  according  to  additional  criteria  ^jproved  by  the 
Steering  Ccnmlttee. 

ntrougji  tills  evaluatio)  process ,  we  identified  the  need  for  a 
nunber  of  mansgenent  Initiatives  that  are  currently  underway.    Ibe 
progrGDi  office  is  developing  txainlng  and  orlentatrlon  programs  to  ensure 
tliat  the  Services  are  fully  fonlliar  with  the  program's  lnt:ait  and  Its 
potential  to  solve  industrial  base  probloos.    Ue  also  identified  the 
need  to  take  a  more  proactive  role  In  Identifying  materials  trends  and 
&t:ure  requirenients.    t^  office  is  currently  woridng  on  this  issue. 


yGoogle 


The  purpose  of  die  Title  HI  program  is  Co  create  viable 
dmestic  capacity  to  meet  specific  Identified  defense  needs.  Ihe  ulti- 
mate cotDCEierclal  viability  of  the  capacity  —  after  the  Title  HI  guaran- 
tee has  lapsed  —  is  of  paramxnt  iiqxjrtance,  Again,  tlie  principal 
purpose  of  the  program  is  to  develop  new,  more  effective  donestlc 
production  csqtacity  that  ulll  be  able  to  make  it  on  its  oun  after  the 
guarantee  has  expired. 

As  you  know,  DoD  does  not  favor  actions  that  imolve  "picking 
ulnnei's  and  losers"  and  ue  are  gctranely  concerned  about  initiatives 
that  will  daiy  U.S.  forces  the  nxist  ad\'anced  technological  cHpabilltles 
'  available  in  the  i<nTld.  From  these  vieupolnts,  the  Title  III  program  is  - 
the  ideal  means  to  identify  the  production  cmMibilities  we  vill  need  in 
a  systanatlc  vay  and  to  provide  domestic  capabilities  to  -aeet   the  most 
critical  current  and  future  needs.  We  believe  Title  III  is  an  essential 
conponent  of  our  efforts  to  bolster  defense  Industrial  ccnpetitiveness 
and  we  urge  your  continuing  support  for  our  efforts. 

Sunnary 

In  Einmary,  DoD  has  clearly  recognized  the  need  for  action  to 
lofirove  our  Industrial  cca|>etitiveness  and  Is  taldng  aggressive  action 
in  this  area.     Obviously,  our  industrial  base  enhancansit  progran  cannot 
accccfillsh  everything  at  once.     As  with  all  DoD  activities,  our  program 
mist  be  undertakEii  vithin  severe  budgetary  limitations .    Ihese  budgetary 
tradeoffs  are  growing  mnre  difficult  every  year.     Additionally,  DoD  is  a 
large  organization  that  cannot  respcnd  to  new  priorities  overiil^t. 
But,  we  believe  uc  have  an  effective  program  that  is  attacking  this 
problen  throu^  every  available  means ,     We  have  made  a  lot  of  progress 
in  the  past  few  years  and  we  have  a  program  In  place  that  ensures 
cOTitimdng  progress. 

CctmiCTits  on  H.R.  486 


DoD  does  not  support  H.R.  486  because  its  provisicHis  will  not 
strengths,  and  may  weaken,  the  U.S.  industrial  base.    Did}  has  problems 
vith  the  principal  thrust  of  the  legislative  prt^sal,  tMch  is  to 
require  100-p>ercent  donestic  sourcing  for  essentially  all  DoD  purchases 
vithin  a  5-year  period.    We  believe  this  requireoient  works  at  cross 
purposes  with  the  intent  of  DoD's  establish^  industrial  base  erhance- 
ment  programi  f^iile  it  will  Increase  DoD's  acquisition  costs  and  require 
DoD  to  mlarge  its  acqulsitrion  bureaucracy,  it  will  not  necessarily  do 
anything  to  Improve  the  ccopetltlvenesa  of  U.S.   industry.     The  result 
could  be  an  increase  in  defense  costs  and  an  erosion  of  our  t:echnolo- 
gical  capabilities. 

DoD  has  developed  a  coherent  Industrial  base  enhancement 
program  that  is  making  aignlflcant  Inprovenaits  In  our  industrial  base 
analysis  and  managonent  capabilitiaa.     This  program  will  be  even  more 
effective  in  the  future  if  it  is  givoi  continued  managanent  mppart  and 
sufficient  resources.    This  progran  is  based  on  the  principle  (£  raising 
the  vlsibll.'ty  of  industrial  base  issues  at  all  levels  of  DoO  and 
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Urgetlng  our  resources  on  maklrg  specific  iapecNtatBta  in  Om  per- 
faraKice  of  ktf  industrial  ■«ctors.     Basically,  ttg  thriiBt  of  our 
initiative  is  to  Idsntifj'  tlw  Industrial  baae  cafNblUtlcs  and  cqwdtr 
that  DdD  will  need  for  cumnt  aid  futut*  veapcns  ij  sliii  and  to  ievKiap 
these  c^abllltles  boOi  horizontally,  tlKOi;«})  t 


inMitlves,  Mid  MMKMigit:  l^jrow^Hnts  affecting  k^  eectc^s  kkj 

tednoloKles,  and  vB-tlcally,  throus^Tpi.'OKxsB-apactftc  1 ' — " 

, _, —     __« ^  , nto.    Emnplea  of  ou 


f  our  tioilzcntal 
.     „      ,  t»,  sectoral  sti 

t^les  for  key  sectors  such  as  sonlcanductors,  maddne  tools,  and 
optics  and  technology-based  prograns  such  as  the  focal  plane  amqr 
'  produciblllty  Initiative.    Vertical  progracB  Include  progran  nBnagement 
producihility  inltiatiwes  (such  aa  concurrrent  engineering  and  prodjci- 
blll^  asacBsments}  and  the  IMIF  prc^OD. 

The  caiman  dencnrinator  of  all  of  these  inltlati-vBg  Is  the 
focus  on  IdentifyinR  Inprovgiients  needed  In  our  dcmeatlc  prodictlcn  base 
and  tectwoloRy  base  snd  then  takiiB  the  necessary  actlcns  to  make  these 
inprovHTienta.    He  recognize  that  CTceaslve  reliance  on  foreijgi  sources 
puts  in  jeopardy  our  ability  to  maintain  access  to  the  latest  product 
and  process  technologies.    Vhere  this  Is  drlvsi  by  eupecisx  cost, 
perfomBnce,  or  rellEbillty,  ve  oust  ensure  that  our  progran  oanagers 
have  access  to  equally  superior  dcmestic  oiglneering  and  production 
capabilities.    Uhere  the  problem  is  cocpomded  by  inattention  to 
dcmestic  industrial  base  issues,  we  need  to  make  sure  that  our  progran 
■managers  consider  tJils  Issue.     But,  the  necessary  first  step  Is  to 
provide  first-class  domestic  hl^  technology  development  and  production 
capabilities.    Our  progran  will  acccoplish  this;  H.R.  486  will  not,  and 
it  puts  our  industrial  base  projjran  In  leopardy. 

In  essence,  H.R.  486  says  to  U.S.  industry  that  ue're  taking 
their  foreign  ccnpetltion  out  of  the  picture;  ue  will  bay  whatever  t±i«^ 
have  to  offer,  Ihis  reverses  the  Incentives  that  we  are  trying  to  put 
in  place.  Instead  of  providing  an  Incentive  for  in|>roved  U.S.  indus- 
trial base  performance,  H.R.  486  is  likely  to  make  U.S.  industry  more 
ccnplacent . 

Ifareover,  althou^  H.R.  486  does  not  authorize  additional 
finds,  the  total  direct  and  indirect  cost  of  implonentlng  this  pollq>  is 
likely  to  be  quite  high.    Ibere  are  likely  to  be  tuo  types  of  hl^ier 
costs.    Just  the  cost  of  Identifying  the  source  for  ewcry  Itan  Ml  buya 
and  preparing  the  econcolc  analyses  and  Justl&.cations  required  by  the 
legislation  would  be  considerable.    As  you  know,  DcD  has  been  trying  to 
develop  an  iaftroved  data  managenent  and  assessment  c^>abili^  for  more 
than  five  years  throu^  DTSEI,  50atA3ES,  ti«  JIMPP  process,  the 
tri-service  prodictlcn  base  analysis  process,  and  several  Air  Force 
critical  materials  tracking  efforts  related  to  the  Title  III  progran. 
Ue  have  put  a  lot  of  effort  into  this  problem.    One  thing  we  have 
learned  is  that  It  is  very  difficult  to  get  visibility  at  the  lomer 
production  tiers.     Evrai  trying  to  track  selective  critical  production 
sources  and  Items  Is  a  cooplex  and  expensive  txtdeztaking  —  H.R.  486 
would  require  us  to  identiJ^  the  source  of  everytMnr  -w  buy,  itether  it 
is  critical  or  not. 
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Tida  eaye  not^ilng  of  Hie  cost  of  actually  developing  the 
dorestlc  capacity  or  buying  fron  dcnestlc  sources,  «hidi  could  also  be 
quite  conElderable.    Recall  the  JLC  study  findings  that  forel^  puc- 
chases  usually  are  made  because  of  superior  cost,  quality,  or  per- 
formance.    Unless  %  can  Inprove  the  perfontiance  of  U.S.  Industries, 
H.S.  486  vould  slnftly  condam  us  to  p^lng  a  higher  price  for  dctoes- 
tlcally  produced  products,  i^di  nd^t  or  nd^t  not  be  as  good  as  t^ir 
foreign  ccnpetitors. 

Ihe  result  of  adcptlitg  this  proposal  as  subndtted  uould  likely 
be  a  gradual  erosicm  of  TJeD  s  t:echnological  leadership  and  an  increase 
in  our  procurenent  costs.    Our  national  defense  strategy  has  been  based 
for  niary  years  cm  our  ability  to  offset  our  potential  opponents '  ininert- 
cal  ad\^tages  with  strong  alliances  and  technologically  superior 
weapons  systems.    DcO's  current  progrnn  recognizes  the  risk  of  foreign 
sourclng  and  maintains  or  Ir^oves  DoD's  access  to  the  best  product  and 
process  technologies  In  the  world.     H.R.  486  would  call  this  stratregy 
Into  question  by  locking  us  in  to  potentially  inferior  technologies  in 
the  narce  of  dcmestic  self-sufficiency. 

In  addition,  we  believe  that  Title  II  would  not  be  helpfiil  and 
generally  duplicates  existing  authorities  and  programs  «hich  serve 
dislocated  workers  and  workers  ^te  uould  be  anected  by  a  reductdon  of 
defense  spaiding.    Accordingly,  the  AAdnistration  cippoeee  Title  II. 

St-pgested  ftigndnsnts  to  the  DPA 


The  AiWnistcatlon's  bill  Includes  proposed  amenitaents  to  the 
Defense  Production  Act  that  will  help  us  considerably.  Three  amEndnents 
will  put  the  Title  III  progran  on  a  nore  solid,  Iraig  range  footing  by: 

o         Increasing  the  overall  program's  authorization  level 

o         Increasing  the  cap  cm  Individual  project  size 

o        Extending  the  tine  period  during  whldi  we  can  loake  guarantees . 

These  three  changes  will  give  assurance  of  continuing  support 
for  Che  Title  III  program  and  ensure  that  «e  can  mdertake  the  longrange 
planning  and  managenient  actions  that  are  needed  to  maintialn  the 
program  s  mxentun.     Increasing  the  program's  scope  will  also  alltw  the 
program  office  to  take  a  more  proactive  role  In  identifying  premising 
materials  projects  and  funding  those  that  show  premise. 

The  Adndnistcation  is  also  requesting  a  series  of  aDendnents 
to  Section  708  of  the  DPA.    Ihese  have  two  general  purposes.    First, 
they  will  Inprove  the  flexibility  of  the  Act  and  our  ability  to  under- 
take voluntiary  agreements  to  address  a  broad  range  of  preparedness 
objectives.     The  amencbients  to  Section  708  are  in  keeping  with  the  most 
ccn^irehensive  independent  analysis  of  the  volisitary  agreeeient  program, 
perfoiBied  by  FDtt,  lAiich  highlighted  the  Inportance  of  voluntary  agree- 
rients  in  fostering  isftroved  industrial  preparedness  and  ccnpetitiveness 
but  concluded  that  legal  obstacles  hindered  their  wider  use.     (This 
report  was  submitted  to  the  subcannittee  during  last  year's  hearings  and 
was  Included  in  the  hearing  record.) 
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Second,  Ow  /lA/txiiBtcatioa  recomends  meadaeata  to  repetl 
Secclcn  708A  and  to  suthorlze  ttie  President  to  ccnsult  with  represen- 
tatives of  the  energy  Industry,  energy  consuDera,  and  other  Interests  In 
order  to  create  -voluntary  agreonents  and  plans  of  actlcn  to  pramte  the 
notional  defens*  wlfli  r^ard  to  enerey  supply  dlenqjtione.    These 
amendnents  would  allou  the  use  of  voluntary  agreements  and  plans  of 
action  to  toylmgnt  energy  anergency-related  provlslfne  of  Intematicnal 
defense  treaties  and  executive  agreements,  to  which  tiie  U.S.  is  a 
si^^tory.    They  vould  not  be  applicable  to  the  Agreement  on  the  bito- 
natlcnal  Energy  Program  (lEP) ,  as  tliat  la  already  apprcpriately  covered 
under  the  ^r^cgf  Policy  and  Conservation  Act  (EPCA) . 

IMder  NATO's  Hartlrae  Oil  Organizatim  (NHDO),  a  voluntary 
agreement  and  associated  plans  of  action  are  needed  for  U.S.  oil 
cciif>anieB  to  respond  to  requests  frcm  the  U.S.  DupaiLuuit  of  Kieigy  to 
Inplaoent  NUOO-apprcrved  oil  supply  plans.    Under  such  a  voluntary 
agce/oraxi,  the  oil  ccopanles  iirauld  arrange  oil  st^ly  througji  contracts 
becueen  U.S.  oil  carpanies  or  the  U.S.  Gcnieiment  ai^  Alliance  oil 
cciif>anles  or  Alliance  govemnentE.     These  conlrrscts  would  support  the 
civil  and  ndlitaxy  petroleum  requirements  of  Alliance  nations. 

Section  708A  currently  pnAlhits  establistoent  of  atiy  volun- 
tary agreaients  related  to  intematicsial  oil  si^ly  issues  under  the 
WA.     This  prohibltlCHi,  enacted  in  1975,  was  aimed  specifically  at  the 
lEF,  which  at  that  tine  was  brought  under  the  authority  of  tSCk.    We 
believe  iraintainlng  this  blanket  prohibition  is  unnecessarily 
restrictive  to  DoD's  efforts  to  make  energy  supply  contlngHicy  plans. 
Therefore,  our  anendnent  maintains  necessary  protections  of  the  public 
interest  that  were  adopted  in  1975  (including  the  EPCA  authorization  c^ 
the  IfF)  but  permits  our  use  of  DPA  authorities  for  energy  su^^ly 
contingEncy  planning. 

Finally,  the  Adninlstration  recomends  repeal  of  the  Sectd.an 
309  requirement  for  an  atnial  report  on  offsets .     Studies  coipleted  for 
the  four  annual  reports  have  concluded  that  the  intact  of  offsets  on  the 
U.S.  econcoy  Is  negligible.     The  reporting  requirement  dimlicat:es  a 
sindlar  requiremenc  In  the  Defense  Aiithorlzatlcn  Act  of  1989.    Itoeover, 
surveys  of  U.S.  defense  Industries  in  1985  and  1988  conducted  for 
developing  data  on  export  sales  with  offsets  have  Isposed  a  sipilflcant 
reporting  burden  on  U.S.  Industry. 
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strengthen  OC3D  Manufacturing  Trainiag 

iD^lementation  of  Bolstering  Industrial  Cccipetitiveness 

National  Coalition  for  Mai)ufac±urlng  Education 

Accelerate  Inplemantation  of  Total  Quality  Managenent 

Prcanote  Malcolm  Baldridge  National  Quality  Award  Process 

Ccmrocrcialize  DOD  Soldering  Requirements  £  Practices 

Develop  DOD  as  Horld  Class  Custcoiar 

DOD  Strategy  for  HDTV 

Foreign.  Owiier ship/ Control 

Defense  Industrial  Strategic  Plan 

Accelerate  DOD  utilization  of  Concurrent  Engineering 

Top  Priority  DOD  Manufacturing  Investment  Strategy 

Technology  Transfer  policies 
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•TATBHBRT  OF  Til  SOKOSXBLl   OEOSOl  VOLoaRY* 

AflSOCIXTI  DIUCTOR  FOR  MXTZOMMi   PUVUtKDMUl 

TEDIXAL  HasaSMCY  IGUDWEIIBaT  KaEMCY 

BirOM   THI 

SUBCOKHXTTBI  OV  ICOMOMIC  BTABHiIIATIOV 

oomuvTBi  aa  Bumiao,  fzhmkb  jwd  drbui  ut»ir« 


Jtm  20,  1989 


HUMJI  CHkZk  MID  KBMBBftB  OF  tn  SOBCOMMITTBB,  I  Ul  PLBKSBD  «0 
RBPRB8BMT  TRB  rBDBBAL  EKBROBNCT  KMnaBHBMT  AORVCT  III  DIflCOSSnM 
R.R.  *t«,    "THB  DSroiSB  PRODUCTZOII  XCT  AKBMDMEHTS  OF  19B9." 
DZXBCTOR  BBCTOX  BZPRBBBEB  KIB  REORBTB  FOR  >0T  BBIKO  RBLR  TO 
ATTBMD  THIS  KBARZMS  BBCKD8B  OF  OTHER  COXKimRMTB. 

KB  TBB  ABBOCIATB  DZSBCTOR  FOR  HXTIOmL  PRBPARBDIIBBS ,  I  XM 
RXSPOMSIBtJE  FOR  THB  DBVBLOPKEIIT  AMD  COORDimTIOlI  OF  OOMCBFTB, 
PLMU  RMD  PROSRMIB  FOR  KAMAOIlia  THR  mTI01l<8  RIBODRCR8  III  R 
NkTIOmL  SBCORITY  EMEROEMCy.   ZN  ADDITIOB,  I  Ml  CBMtaBO  WZTR  THB 
COOSDIMXTIOX  OF  XOBILIZRTIOII  RCTIVITIBB  OF  CITILIKM  DBPARTHERT 


[  FOR  THESE  FtmCTIOIIB  ORIOtHRTEB  IM  THB  1 
SECORITT  RCT  OF  1947  MIO  TBB  DBFEMSE  PRODOCTIOM  RCT  OF  19S0. 
BXECUTZTE  ORDER  1D4S0,  WHICH  ZKELEHENTS  THE  DBFBMBE  PRODDCTIOM 
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Kcr,  Mm  encnrivE  order  12«5c  sPECiFicxLLy  cxuura  nxx  with  tsk 
RBBPoHBiBiLiTY  roR  cooRDimTnia  MOBiLiakTiOK  xcnvmcs. 

COMBEQUENTLY  WE  DO  HXVK  THE  OPPOBTOMITY  TO  WORK  WITKJK 
INTERAGENCY  FORHMfi  AMI]  PAKTICIPATG  IM  TEE  DEVEtOPMeMT  OF  POLICIES 
AND  PROflRUIB  AFFBCTINa  HCIBILI3XTIOH  PSEFKREONESS.   AKD  SO,  NXDUI 
CHXIR,  WE  WELCOHX  THE  INTEREST  OF  TRia  BUBCONKITTBE  MID  YOOR  KXMY 
CONGRESSIONAL  COLLEXSDES  IN  IHDUSTRIXL  Bxas  HXTTBRS.   THOSE  WHO, 
LIKE  mSBLF,  DEAL  DAILY  WITH  ISSUES  OF  BMBROBIICY  FRBPARBDMB88  AMD 
CONTIHGEHCY  PLAHMIMS,  APPRBCIATB  YODR  STROHQ  AND  COHTIllDIMa 
IHTBRB8T.   IT  18  B8FBCIALLY  APPRECIATED  AT  A  TIME  WHSM  80  MAKY 
INTERESTmS  DEVBL0FMBNT8  IN  THB  WORLD  THREATEN  TO  ERODE  FOPOUUl 
8DFPORT  AMD  COHMITHBMT  TO  RBADIMBSS. 

HDCH  HAS  BBZM  ACCOHPLISHSD  OVER  THB  LAST  8  YEARS  TO  ENHANCE  THE 
NATION'B  MOBILIZATION  READIME88,   COMPARED  TO  THE  19fiO>S  AND 
TO'B,  WHBN  LITTLE   ATTBNTIOM  WAS  OIVEH  THIS  HATTER.   WE  RATE  BEEN 
EZFERIENCIMG  A  ROBD8T  RBSHRQEHCE  IS  BIQB-LBVEL  ATTENTION  AND 
SUPPORT . 

THE  DEPARTMENT  OF  DEFENSE  HAS  MADE  PROGRESS  IN  DBFINIMO  ITS 
REQUIREMENTS,  AND  IN  DEVELOPING  SOPHISTICATED  AMD  INCREASINGLY 
MORE  PENETRATING  DATA  BASES  TO  SHIFT  THROUGH  THE  VARIOUS  TIERS 
AND  LAYERS  OF  TENS  OF  THOUSANDS  07  SUPPLIERS  AND  CONTRACTORS. 
THE  DEPARTMENT  OF  COMMERCE  HAS  A  MUCH  IMPROVED  CAPABILITY  TO 
ASSESS  INDUSTRIAL  CAPACITY,   lOBMTirY  PRDDDCTIOH  BOTTLENECKS,  AMD 
TRACK  THB  IMPACT  OF  IHCREASED  GLOBALiaATIDH  OM  OUR  NATION'S 
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IVDUSTXIAL  BABl.       TBS   DBPXKTXBHT  OT   BKBKST   HW  WOSXBD 
COMI8TBIITLT  KBD   smCTIVSLS   IX  JOZMT   IMDDSTKI-OOTXIUIIIIMV  IFTOftTa 
TO  XBDDCB   VCLNERABILITIES   IX  THE  ALLOCATIOX  OF  KMmKOI  SODRCBS   TO 

unr  CKiTicxL  EMBRaracx  heeds,  the  dbtaktmxmt  or  health  khd 

HDNHM  flUtVICBa  HAS  TXKEM  THE  LRAD  IX  BSTXfiLIS&IHd  A  MATIOHAL 
DISASTBlt  MEDICAL  SISTEX  CAPABLE  OF  PROVIOIXQ  OVIR  100,000 
R08PITAL  BEDS.   THE  DEPAKTXEHT  07  TRAHdKRTXTION  HAS  BHEH  HORKIHO 
CIOSBLX  Hin  FEMA  AMD  DOD  TO  ASSURE  THE  AVAILABILITX  OF  ADBODATB 
TSANSPORTATIOH  TO  MEET  DEFBHSB  mEDS.   THE  FBDERAL  EXBRaXHCY 
HAXAQEIfBirr  AQENCX  AMD  DEPARTMEMT  OF  DEFBHSB  HAVE  HELD  HDMBRODS 
BXERCISBB  -  XATIOMAL  AHD  OLOBAL  IX  SCOPE  -  TO  TEST  THE  MATIOH'S 
ABILirr  TO  K0BILI3B.  Mt   RAVK  DBVELOPEO  XSH  PLAK8  AMD  COMCBPTS 
(TRB  ORADDXTED  KOBILIZATIOX  REBPOMSB  CONCEPT  IS  JDST  on  SOCK 
MAJOR  MEW  IMITIATIVB)  .   HE  HAVE  DPORADBD  AMD  UPDATED  TRB  VARIOUS 
OFBRATIHO  AOVHoRlties  AHD  PBOCBDURBSf  RAVE  DBVBLOPBD  HBW  AHD 
BETTER  RCOMOMIC  MODELS;  AMD  COIITUTERI3BD  OUR  DECISION-HAKIHa 
TOOLS.   WE  BAVK  DEVXLOTEO  MUCH  CLOSBR  WQRXIXO  RBIATIOMS  WITH  OUR 
CAMADIAX  COUXTBRPARTS  TO  ASSURE  THE  AVAILABILITY  OP  MOT  OMLX  U.S. 
BUT  A  WORTH  AMBRICAX  DEPBMSB  INDUSTRIAL  BA8B. 

THEse  ARE  SOME  BXAMPLES  O?  PROJECTS,  ACTIVITIES,  AMD  IMITIATtVBS- 
LARSE  AMD  SMALL-THAT  DBPARTMEMTS  AMD  AGEMCIES  HAVE  UMDERTARSX  AMD 
SUCCESSFULLY  IMPLEMEMTEO  IM  THE  LAST  PEW  YEARS ...  WITHOUT  MUCH 
FANFARE,  WITH  LITTLE  COST,  BUT  WITH  BIS  PAYOFFS. 
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XltS  WE,  THEM,  WHERE  WE  WMIT  TO  BE?   07  COURSE  MOTI  THERE  IS  STILL 
XUCH  TO  BE  DOME.   SOKE  OF  OUR  BiaQBET  HMD   TODOHEST  CEKLLEXaES 
STILL  LIE  AHEAD.   BUT  WB  ARE  COHVINCEO  TRKT  SWBEVIMa  OOVBKHMENT 
IHTERTEHTIOK  III  THE  ECOMOXY-KO  MATTER  HOW  WELL  JNTENf  IOnED  -  WILL 
PROVE  TO  BE  BOTH  CODNTERFRODnCTIVE    ADD  COSTLT.   DSrBKBB 
IHDDSTRIAL  BASE  SAPS  AMD  BHORTAOES  CMl   BE  SOLVED  WITH  THE 
APFLICATIOH  07  TAILORED  MEASURES.   BUT,  TIRBT  WE  RAVE  TO 
UNDERSTAND  A  LITTLE  BETTER  THAN  WE  DO,  HOT  ONLY  THE  PRECISE 
MATURE  AMD  ROOT  CAUSE  or  THE  PROBLEM,  BUT  ALSO  THE  ECONOMIC 
IMPLICATIONS  OF  A  RAMOE  07  POSSIBLE  REMEDIES.   THAT,  ALONE,  WILL 
OFFER  UP  A  HDLTITUDE  OF  SOLUTIONS  THAT  WILL  OO  FAR  TO  RESTORE  OUR 
NATION'S  INDUSTRIAL  READINESS. 

AS  WE  GO  DOWN  OUR  LIST  OF  CRITICAL  DEFEMBE  NEEDS  WE  MAY  FIND  THAT 
CERTAIN  CRITICAL  COHPONEHTS,  MANUFACTURED  ABROAD,  ARE  ECONOMICAL 
AND  SMALL  EHODIH  TO  STOCKPILE;  OTHERS  MAY  REQUIRE  NOTHING  MORE 
THAN  THE  DESIQH  OF  SOFTWARE  PROGRAMS  FOR  EVENTUAL  USE  IN  FLEXIBLE 
HANUFACTURINO  PLANTS;  OTHERS  MAY,  WITH  ONLY  MODEST  ADJUSTMENTS, 
BE  READILY  CONVERTED  FROM  COMMERCIAL  PRODUCTION.   WB  ARE,  IN 
FACT,  ACTUALLY  DOING  THESE  THINQS  IN  A  VARIETY  O?  DEFENSE -RELATED 
PROCUREMENTS,  AND  WE  EXPECT  THE  FACE  AND  SCOPE  TO  PICK  UP  AS  WE 
>  ADDITIONAL  DATA. 


HE  ARE  ALREADY  FINDING  THAT  SOME  07  OUR  MOBILIZATION  PROBLEMS  MAY 
REQUIRE  ENTIRELY  DIFFERENT  REMEDIES  FROM  THOSE  REPRESENTED  BY  AMY 
OF  THE  PROPOSALS  IN  HR  4SS.   FOR  EXAMPLE,  DOD'S  CONTRACTOR  BASE 
HAS  MARKEDLY  DIMINISHED  OVER  THE  LAST  FEW  YEARS.   IT  IS  LIKELY 
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TUT  LOW   norinwiI.ITX,    UCBMIVS   KBOHUkTIOMB, 

000  •oMcn  nvK  muvbm  uuioi  Momnu  ^  c 

LDCMLTIVI,  MOKB  BTkBLI,  AMD   LISA  ■tnU»WWOI«  CODIUMIU.  BVnU. 
Wl  DO  VOT  mVB   KKHMX  IWUKMATIOM  XT  THE  HOKUR  TO  SU*  MR 
DSriMITIVI  COWCLUfllOMS. 

X  POLICY  COOXDIHATIVa  COKHITTH  IPCC]  HAS  KKdHTLT  BBBM 
BSTXBLISHED  DWDBK  THB  HATIOinU.  SECintlTY  COUNCIL  (MaC)  TO  IDKMTI7Y 
MID  DSVELOT  IHDUantlKL  BXSZ  POLICT  ISBUBS  VOK  COMBIDBMLTIOM.   TKE 
PCC  IB  CBXIRZD  BY  THE  FHItX  DIRECTOR.   TBHX  BBQUUB  THE  PCC  XB  QBE 
Ot    ITB  BIOHBST  FRIORITIZS. 

IB  THE  MEXMTIKE,  WE  TEEL  COMTIDEHT  THXT  THE  DETENSB  PRODUCTION 
ACT,  IB  ITB  PRESENT  FORM  XHD  WITH  BOKE  CHXBOBS  BILL  PROVIDE 
DEPXRTKENTS  XMD  XaENCIES  WITH  ALL  THE  XUTHORITIES  THEY  HEED  TO 
COHTIVBB  IKPROTIMO  THE  NXTIOM'S  REXDINESS  TO  REBPOHD  TO  X  PULL 
RXHSE  07  EKEROEBCIEB. 

TUB  OEPeBBB  PRODUCTION  ACT  (DPX)  IB  THB  HXJOR  BTXTDTE  FOR 
MOBILISXTIOB  REXDINESS.   AS  YOD  KNOW,  THE  NON-PERHXHEHT 
PROVISIONS  OP  THB  DPX  HILL  EXPIRE  OM  SEPTEMBER  30.   THE 
ADHI  MI  STRATI  OH  VIEWS  THE  POSSIBILITY  OP  SDCH  EXPIRXTIOM  XS 
DISRUPTIVE  TO  0H8OIHC  PROGRXMS  SDCB  AS  THE  DEPEMSE  PRIORITIBS  XHD 
ALLoCAtlONS  SYSTEM  DIIDER  TITLE  I;  PDRCHASEB,  PDRCBXBB  COMMITHBMTS 
XMD  OTHER  ACTIVITIES  ONDER  TITLE  III;  AND  THE  NXTIOHXL  DEPENSE 
EXECUTIVE  RESERVE  PROGRXK  UNDER  TITLE  VII  WHICH  UTILIZES  IHDUSTRY 
BXECOTIVES.   THE  DPX  ALSO  AUTHORIZES  OTHER  HOBILiaxTIOM  PLAMNIBfi 
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AND  PROaXKlfS  THAT  MIX   CRITICAL  TO  HATIOmL  DBTSMSB. 

THB  BZPIIUTIOH  OF  THE  ACT  COULD  HATS  A  BBVBRB  IMPACT  OH  TKB 
MATIOM'S  EKERQEMCY  KOBILIZATIOM  PSSPASZDiraSS ,  TOR  EXAMTLE: 

-  DErEHSE  FROCDREMEHT  REQUIRES  PRIORITY  RATINGS   ASSISTXHCE  TO 
HRLP  BMSURE  THB  TIKBLY  DELIVERY  OP  TKB  OOOOS  AND  RQDIPMEHT 
AMD  EARLY  COMPLETION  OP  PKODDCTION  aCMEDDLBS.   PRIORITIES 
80PPORT  IB  ALSO  EXTENDED  FOR  ALL  MILITARY  AMD  ATOMIC  BNERfiY 
PRODUCTION  AMD  CONSTRUCTION  PROGRAMS. 

-  THE  14  EXECUTIVE  RESERVE  UNITS  SPOKSORBD  BY  THB  MAJOR 
FEDERAL  DEPARTMBMTS  AND  AQBMCIBS  WOULD  HAVE  TO  BB  DISBANDED 
AND  THE  RESERVE  MEMBERSHIP  TERMINATED  WITH  THE  RESULTIMO 
DISPERSAL  OP  INDUSTRIAL  TALENT  AND  EXPBRIBNCE  NECESSARY  FOR 
ADEQDATE  EMBROBNCY  FREFAREDME8S. 


THE  EZPIRATIOH  OP  THB  PRIMARY  AUTBORITY  FOR  MOBILIZATION 
PREPAREDNESS  WILL  UNDERMINE  ONQOIHa  EFFORTS  IM  THESE  AREAS  AMD 
WILL  SEND  UNINTENDED  SIGNALS  TO  OUR  POTBNTCIAL  ADVERSARIES. 

THE  EXISTIHS  AUTRORITIBS  OP  THE  DEFENSE  PRODUCTION  ACT  BHOVLO  BE 

STRENGTHENED  IN  ORDER  TO  MORE  EFFECTIVELY  MBBT  MOBILIZATION 
REQUIREMENTS.   I  HAVE  ATTACHED  A  COPY  OF  THB  ADMINISTRATION'S 
BILL  TO  HY  TESTIMONY.   WE  FEEL  THAT  THIS  BILL  WOULD  ENHANCE  OUR 
NATIONAL  SECURITY  PREPAREDNESS  AND  WITB  VC 
CHAIR,  I  WOULD  LIKE  TO  SUBMIT  IT  FOR  THB  RECORD. 


yGoogle 


•n   FXOPOaBD  XKBVDXEHTB  WOJIUt  — 

-  FEBioinnriLY  bxtekd  tee  mon-VEtaaantrr  pitovzsioirs  or  tbb 

DSnilSS   FXODOCTIOII  HOT   TO   kVOID   COSTLX  DISRUFTIOIIS   TO   THESI 
IMVORTAMT  XCTIVITIBS: 

-  IHTKODDCE  THE  COMCBPT  O?   "ORXDOKTID  K08ILI3ATIOlt  KB8POtl8B» 

imn  TBB  becuRATiOM  or  polict.     cmimra  i(obili3atioii 

PLUmiMa  JHCORPORXTES  this  COMCBPT  which  FROVID18  fOR  It 
ORXDOXTBD  RBSPOMSE  TO  BMILT  WtMnVQ   IBOICATOItB  TO  SHBUItB  TRK 
TIMELY  XTKILUILITT  Of  XDEQUXTE  IXDUaTRIXL  PRODUCTION  AMD 
RE800RCBS  TOR  NATIOMAL  DEFENSE  RBgDIREHBMTS ; 

-  PERMIT  THE  CONTINUED  USB  OF  TITLE  III  AUTHORITIBS  TO  BZPAMO 
DOMESTIC  CAPACITY  OF  8TRATB0IC  AND  CRITICAL  MATERIALS  AMD 
THE  INDUSTRIAL  BASE,  AMONO  OTBBR  PURPOSES; 

-  BTREMOTBEN  THE  EXECUTIVE  RESERVE  PROGRAM  BY  PROVIDIMa 
LIMITED  PROTECTION  FROM  THE  FEDERAL  CONFLICT  OF  INTEREST  AMD 
ANTITRUST  LAWS;  AND 

-  REPEAL  TBB  PROHIBITION  AQAINST  INTERNATIONAL  VOLUNTARY 
ASREBMEHTS.   INTERNATIONAL  VOLUNTARY  AORSBKENTS  SHOULD  BE 
AUTHORiaBD  UNDER  THE  DEFENSE  PRODUCTION  ACT  SO  THE  UNITED 
BTATBS  IS  ABLE  TO  MEET  ITS  TREATY  OBLIOKTIONS  TO  OTHER  NATO 
COUNTRIES  AND  TO  STRENGTHEN  OTHER  ENERGY  AND  SBIPPINS 
PROGRAMS. 
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-   KBPEXL  THE  SBCTIOM  30*  RSDniREMXMT  TOX  KM   MmUAL  SKPOXT  OK 
OFFSETS.   STDOIBS  COMPLETSD  FOR  TKB  FOttR  JUnfUXI.  KEPORTS  HILVE 
COMCLDDED  THAT  THE  IMTACT  OF  orTSETS  OH  THE  D.8.  ECONOMY  tS 
NEOLIQIBLE.   THE  SEPORTIMa  REQDIRGKEKT  DD7LICATB8  X  SIXILIXR 
REQUIREMEMT  IM  THE  DEFEMSB  AQTHOSIEXTION  HOT   OF  19S>. 
MOREOVER,  StIRVBYB  OF  U.S.  DEFENSE  imnSTRIES  IN  19B5  AMD 
1>8S  COHDOCTBD  FOR  DBVBLOPINO  DATA  OH  EXPORT  BAhSt   WITH 
OFFSETS  HAVE  IMPOSED  A  SXaHIFICAMT  REPORTIHQ  BtntDBM  ON  U.S. 
IHDUSTRS. 

THERE  ARE  OTHEK  PROPOSED  TECHNICAL  AHEHDKENT8  TO  THE  DE7BHBS 
FtlODDCTION  ACT  WHICH  HAVE  MERIT.   I  HOPE  THAT  THE  8DBC0HHITTEE 
WILL  PAVORABLY  CONSIDER  THIS  INITIATIVE. 

TORHIHO  TO  a.R.  ISfi,  "THE  DEFENSE  PRODUCTION  ACT  AMENDMENTS  OF 
1989»,   THE  FEDERAL  EHERQENCY  MANAOEMENT  AGENCY  OPPOSES  THIS 

BILL. 

TITLE  I  OP  THE  BILL  RESTRICTS  DEFENSE  PROCUREMENT  TO  D.S.  SOURCEE 
UNTIL  A  NECESSARY  AND  ADEQUATE  MOBILIZATION  BASE  HAS  BEEN 
ACHIEVED  TO  THE  HAEIHDM  EETENT  PRACTICABLE  FOR  PRODDCIMO  ALL 
MATERIALS  ADD  RELATED  SERVICES  NEEDED  FOR  THE  NATIONAL  DEFENSE. 
MB  BELIEVE  THAT  THIS  IS  AN  UNREALISTIC  EXPECTATION,  OIVEN  THE 
CURRENT  WORLDWIDE  TREND  TOWARD  AN  INTERDEPENDENT  GLOBAL  ECONOMY. 
EXCESSIVE  RELIANCE  ON  FOREIGN  SOURCES  IS  CLEARLY  NOT  IM  ODR 
RATIONAL  SECURITY  INTERESTS.   BDT,  A  CAREFUL  BAUUICE  MUST  BE 
STRUCK  BETWEEN  EXCESSIVE  RELIANCE  ON  FOREIQN  SOURCES  AND  DNDUE 
GOVERNHBNT  INTERVENTION  IN  THE  MARKET  PLACE. 
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BiuoM  nn  BILL  mus  muvlx  wits  DBrsmi  coMTRAcriMa  vuunicu, 
n  mm  to  thb  Dspumons  or  oinMsi  um  comaaci  ox  m  kzutb 
or  TBI  BVBcinc  aicTzoiis  or  tztli  i,  si>ci  nnr  uu  tss  pkimuit 
iwnKiu     UBPOMdiBLE  roR  Dvrwm  nocutaaawr  un>  vn  mnmntzu. 

BMI.   A  SBCTIOmL  MOLTBIS  Or  TITLI  I  Or  H.X.  <•■  18  ATTkCaOD  TO 
XT  TBSTZKOXT  KKD  Win  lODS  rSSXiaBIOM  I  WOULD  LIKB  TO  B«TIR  IT 
IHTO  THE  RBCOIID. 

WITM  XSeiUU)  TO  TITLB  II  Or  TKB  BILL,  WB  DITBK  TO  TBS  DXPftSTMBWT 
or  DBrXXBB  BBCAUSB  TUT  FMtT  Or  TBX  BILL  DBXLB  WITX  TXS  IXmcTB 
UID  KBBPOXflEB  TO  COTBACn  IM  DirXHBB  PKOCDKSKXWT. 

IX  COXCLDSIOX,  XXDXX  CKAIX  XXD  MBMBXXB  Or  THE  BOBCOIOnTTHX ,  THB 
FBDBBXL  EMBRSHMCY  MXXAaSMXlIT  MBHCT,  OM  BEHXU  OY  THB 
kDHIMIBTRXTIOH,  BTBOXOLT  BBCOHMBXDB  PHBHUnXT  BZTBHBIOX  Or  THt 
DErSBflB  PBODDCTIOH  ACT  Or  1990,  TOOBTBBR  WITH  THE  AMBMmEHTS 
ATTACHED  TO  THIS  STATBHBXT. 

WHILE  HE  KECOOHIBE  THAT  MERE  EZTEWSIOX  Or  THE  DB#EXBB  PBODIICTIOH 
ACT  WILL  MOT  READILI  REBOLVZ  THE  VARIOOS  ISSOBB  AMD  PROBLBMS 

ArrscTixa  our  matiom's  hobilisatioh  PREPARBDiraaB,  ws  are  booallx 

C0H7IMCBD  that  B.R.  4S(  IS  HOT  THB  AXSWER.   RATHER,  WB  LOOK 
rORWARO  TO  HORKmo  CLOBBLT  WITB  KBMBBU  Of  TRIB  SOBCONHITtU,  «0 
PROVIOB  HORB  TAILOMD  AXD  ErrBCTIVB  8OL0TI0IIB,  WITHOUT  BXCBSSlrB 
OOVERMMEHTAL  SPBHDIWa  OR  IMTBR7BXTI0X  IB  THE  BCONOMI. 
THAT  COXCLDDSB  MY  PRBVkRBD  RBKARU,  AMD  I  WOULD  BB  VLBASSD  TO 
RBBrOHD  TO  TOUR  QUBSTIOMfl.   THUnt  TOU. 


yGoogle 


Federal  Emergency  Management  Agency 

WjihinRton.  D.C.  '21147:; 


Tha  Honorabl*  ^.  Dauforch  Quarla 
PnaldanC  of  tha  Saosta 
Waahlofltoa,  D.C.     20310 

Dear  Mr.    Praaldant! 


leglalatloa  be  InCcoduced  a 


Caorir  W.  Wataoo 
Acting  C«aaTal  Couoaal 
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Federal  Emergency  Management  Agency 

Waihington,  D.C.  20+72 


Tha  Hoaocabl*  Jiaes  C>  Wright,  Jr. 

Spaakai-  of  tha'&iuBa  of  KipreoentaClva* 
WWhlnstOD,   DC     20113 


s  leglilatloa  be  Introduced  and  referred  to  as 

)i  the  protTU 
Since r«l7, 

aM%)S  H.  Wataon 
AcClng  Sanaral  Counael 
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SHORT  TITLE 


EXTENSION  OF  THE  DEFENSE  PRODUCTION  ACT  OF  1950. 


"Title  I,  title  III,  and  title  VII  of  this  Act  shall  be 
permanent  as  of  October  1,  1989.   Provided,  That  all  authority 
hereby  made  permanent  under  Title  III  of  this  Act  shall  he 
effective  for  any  fiscal  year  only  to  such  extent  or  in  such 
amounts  as  are  provided  in  advance  in  appropriation  Acts." 

DECLARATION  OF  POLICY, 

Section  3.   Sectii 
U.S.C.  App.  2062) 

"5EC.2.(a](l)   In  view  of  the  present  ] 
situation,  the  need  for  measures  to  reduce  defense  production 
lead  tines  and  bottlenecks,  and  in  order  to  provide  for  the 
national  defense  and  national  security,  our  defense  mobilization 
preparedness  effort  continues  to  require  the  development  of 
preparedness  programs,  defense  industrial  base  Improvement 
measures,  and  the  expansion  of  domestic  productive  capacity  and 
supply  beyond  the  levels  needed  to  meet  the  civilian  demand,  as 
I  need  for  a  maximized  response  to  early  warning 
ensure  the  timely  availability  of  adequate 
industrial  production  and  supply  for  national  defense 
recpjireraents.   Also  required  is  some  diversion  of  certain 
materials  and  facilities  from  civilian  use  to  military  and 
related  purposes. 

"(2)   These  activities  are  needed  in  order  to  improve 
defense  industrial  base  efficiency  and  responsiveness,  to  reduce 
the  time  required  for  industrial  mobilization  in  the  event  of  a 
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thraat  to  th«  security  of  th«  Unit«d  Statas  or  an  attack  on  th« 
nnit*d  Statcfl  or  to  raspond  to  actions  occurring  outside  of  tit* 
nnltad  Stataa  which  could  rasult  In  tha  taralnatlon  or  reduction 
oC  tha  availability  of  strategic  and  critical  naterials, 
including  anargy,  and  othar  Industrial  resources,  which  could 
adversely  affect  the  national  defense  preparedness  of  the  United 
States.   In  order  to  ensure  the  national  defense  preparedness 
which  is  essential  to  national  security,  it  is  also  necessary  and 
appropriate  to  assure  the  availability  of  domestic  energy 
supplies  for  national  defense  needs. 

"(b) <1)  Executive  departments  and  agencies  shall  assess  the 
capability  of  the  defense  industrial  base  to  satisfy  paacetime, 
surge  and  mobilization  requirements  and  take  necessary  actions, 
where  appropriate,  to  ensure  that  adequate  domestic  production 
capacity  exists  to  satisfy  these  requirements.  To  ensure  that 
essential  mobilization  requirements  are  met,  consideration  should 
be  given  to  stockpiling  strategic  materials  to  the  extent  that 
such  stockpiling  is  econoeical  and  feasible. 

"(2)  It  is  tha  policy  of  the  Congress  that  plana  and 
programs  to  carry  out  this  declaration  of  policy  shall  be 
undertaken  with  due  consideration  for  promoting  efficiency  and 
competition," 

EXPAHSION  OF  PRODUCTIVE  CAPACITy  AND  SUPPLY 

Section  4.  Section  303(a)  of  the  Defense  Production  Act  of  1950 
(50  U.S.C.  App.  2093(a))  Is  amended  by  striking  out  "25,000,000" 
in  the  last  sentence  and  inserting  in  lieu  thereof  "50,000,000". 

Section  5.   Section  303(b)  of  the  Defense  Production  Act  of  1950 
(50  U.S.C.  App.  2093(b])  Is  amended  by  striking  out  "September 
30,  1995"  and  inserting  in  lieu  thereof  "ten  years  from  the 
initial  date  of  such  purchase,  comnitment  to  purchase,  or  sale". 


VOLUHTARy  AGREEMEHTS 

!  Production  Act  of  195t 

Production  Act  of  1950 
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by  inaBrtlng  a  naw  aubaaction  (b) .  to  raad  aa  followa: 
"(b)  Aa  uaad  in  this  ■action  ttia  tarm — 
'(1)  "antitrust  laws"  maana— 

"(A)  tha  Shanan  Act  (15  U.S.C.  1  at  aaq.); 

"(B]  tha  Clayton  Act  (IS  U.S.C.  12  at  saq. ) ; 
:  I 

1  Tariff  Act 

"(E)  tha  Act  o(  June  19,  1936,  chaptar  59!  (15 
U.S.C.  13,  13a,  13b,  and  21a);  and 

"(F)   tha  Habb-Ponarana  Act  (15  U.S.C.  61-65). 

"(2)    "plan  of  action"  means  any  of  one  or  aore 
docuaentad  nathods  adoptad  by  participants  in  an 
existing  voluntary  agraaMant  to  iMplenant  that 
agceeaant."; 

In  subparagraph  (c)(1), 

(I)   by  atrilcing  "Excapt  as  otherwise  provided  in 
section  70SA(o),  upon"  and  inssrting  in  lieu  thereof 
"Upon" ;  and 

I  plans  of  action"  after 


in  subparagraph  (d)(1),  by  striking  ",  and  tha  mastings 
of  such  conmittaes  shall  be  open  to  the  public."  In  the 
second  sentence  thereof  and  inserting  in  lieu  thereof 
".   Meetings  of  such  comnittees  shall  be  open  to  the 
public  unless  the  individual  dssignated  by  the 
President  In  subsection  (c)(3)  finds  that  tha  nattar  or 
natters  to  ba  discussed  at  such  meetings  fall  within 
the  purview  of  matters  described  in  subsection  (b) (1) , 
(b](3l,  or  (b)(4)  of  section  552  of  title  5,  United 
States  Code."! 

in  subparagraph  (d)(2),  by  striking  out  "section 
55J(b)(l)  and  |b)(3)"  and  Inserting  in  liau  thereof 
subsections  (b)(1),  (b)(3),  and  (b)(4)  of  section  552"; 
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(b)   in  aubparagraph  (•](3), 

(IJ  in  subparagraph  <D] ,  by  striking  out  "subaaction 
(b]<l)  or  (b)(3)  of  saction  552'<  and  insart  in  liau 
thereof  "subsection  (b) (1) ,  (b)(3),  or  (b)(4)  of 
section  552";  and 

(2)  in  subparagraph  <G) ,  by  striking  out  "subsections 
(b)(1)  and  (b)(3)  of  section  552"  and  inserting  in  liei 
thereof  "subsections  (b)(1),  (b)(3),  and  (b)(4)  of 
section  552"; 

(i)   in  subsections  (f)  and  (g). 


1  subsection  (h) , 

r  "voluntary 

■voluntary 

ling  in  lieu 
i  [b)  (1),  (b)  (3),  and  (b)(4)  of 


(4)  in  subsections  (h) (7)  and  (h)(8)  by  striking  out 
"subsection  (b)(1)  or  (b)(3)  of  section  552"  and 
inserting  in  lieu  thereof  "subsections  (b)[l),  (b)(3), 
or  (b)(4)  of  section  553"; 

in  subsection  (j),  to  read  as  follows: 

"(j)(l)  There  shall  be  available  as  a  defense  for  an^ 
person  to  any  civil  or  criminal  action  brought  under 
the  antitrust  laws  (or  any  similar  law  of  any  State) 
with  respect  to  any  action  taken  to  develop  or  carry 
out  any  voluntary  agreement  or  plan  of  action  under 
this  section  (provided  that  such  action  was  not  taken 
for  the  purpose  of  injuring  competition)  that — 


yGoogle 


"(1)  In  th*  coursa  of  davcloping  elthac  a 
voluntary  agreement   the  malcing  of  which  was 
inltiatad  by  the  President,  or  a  plan  of  action 
adoptad  tharaundar,  or 

"(ii)  to  carry  out  aithar  a  voluntary  agreement 
authorized  and  approvad  in  accordance  with  this 
section,  the  nakinq  of  which  was  initiated  by  the 
President,  or  a  plan  of  action  adopted  thereunder, 

"(B)  such  parson  compliad  with  th*  requiranents  of 
this  section  and  the  rules  pronulgatad  hereunder, 
and  acted  in  accordance  with  the  terms  of  the 
voluntary  agreement  or  plan  of  action. 

"(2)   Except  in  the  case  of  actions  taken  to  develop  a 
voluntary  agreement  or  plan  of  action,  the  defense 
provided  in  this  subsection  shall  be  available  only  if 
and  to  the  extent  that  the  person  asserting  the  defense 
demonstrates  that  the  action  was  specified  in,  or 
within  the  reasonable  contemplation  of  an  approved 
voluntary  agreement  the  maKing  of  which  was  initiated 
by  the  President  or  any  approved  plan  of  action  adopted 
thereunder . 

"[3)  Persons  interposing  the  defense  provided  by  this 
subsection  shall  have  the  burdan  of  proof  upon  the 
elements  of  the  defense,  except  that  the  burden  shall 
be  on  the  person  against  whom  the  defense  is  assarted 
ulth  respect  to  whether  the  action  was  taXen  for  the 
purpose  of  injuring  competition."; 


(n)   by  adding  a  new  subsection  (n) ,  aa  follows: 

"(n)   Notwithstanding  any  other  provision  of  law,  any 
activities  conducted  under  a  voluntary  agreement  or 
plan  of  action  approved  pursuant  to  this  section,  when 
conducted  in  compliance  with  the  requirements  of  this 
section   the  rules  promulgated  hereunder,  and  the 
provisions  of  the  voluntary  agreement  or  plan  of 
action,  are  exempt  from  all  Federal  laws,  rules,  and 
regulations  pertaining  to  advisory  committees.";  and 
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(o)   by  adding  a  n*w  subaactton  (o) ,  aa  followa: 

"(o)   In  any  action  In  any  Federal  or  State  court  for 
breach  of  contract,  there  ahall  be  available  a>  a 
dafana*  that  the  alleged  breach  of  contract  was  caused 
predominantly  by  action  taken  during  an  eaergency  to 
carry  out  a  voluntary  agrea>ant  or  plan  of  action 
authorized  and  approved  in  accordance  with  this 

EXECUTIVE  RESERVE 
710  of  the  Defense  Production  Act  of  1950  (50 


■{4)   Notwithstanding  any  other  provision  of  law, 
the  Freaident,  upon  finding  t:hafc  achievement  of  the 
purpose  of  this  section  requixes  such  action,  may 
anempt  with  respect  -to  specified  activities,  persons 
vho  become  employed  pursuant  to  subsection  (b)  (1)  ,  and 
their  private  employers,  {toei  the  antitrust  laws  or  any 
similar  state  law;  provided  that  the  exemption 
authorized  in  this  subparagraph  shall  apply  only  with 
respect  to  activities  undertaken  in  good  faith  within 
the  acoE*  of  the  employee's  official  govamaantal 
duties."; 


"(6)   The  heads  of  the  departments  or  agencies 
making  appointments  under  this  subsection  (b) ,  shall 
file  with  the  Office  o£  the  Federal  Register  for 
publication  in  the  Federal  Register  a  statement 
including  the  name  of  the  appointee,  the  employing 
department  or  agency,  the  title  of  the  appointee's 
position,  and  the  name  of  the  appointee's  private 
employer.   Any  such  iipp£)intee  who  is  not  required  to 
file  a  financial  disclosure  report  pursuant  to  sections 
201  through  211  of  the  Ethics  in  Government  Act  of  197B 
or  a  confidential  financial  disclosure  statement  under 
5  CFR  735,  shall  file  with  the  appointing  department  or 
agency  a  statement  listing  the  names  of  driy 
corporations  of  which  the  appointee,  the  appointee's 
spouse  or  dependent  child,  is  an  employee,    officer  or 
director  or  within  sixty  days  preceding  the  appointee's 
appointment  or  employment  has  been  an  anployae,  officer 
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or  director,  or  In  which  thay  own,  or  within  sixty  daya 
pracading  hia  appoint»ant  hava  ownad,  any  atocks, 
bonda,  or  othar  financial  intaraata,  and  Uia  naaas  of 
any  partnerships  in  which  they  are,  or  W*t:«  within 
■ixty  days  preceding  his  appointment,  partners   and  the 
na>aqs  of  any  ether  businesses  in  which  they  ouh,  any 
•imilar  interest.   At  the  end  of    each  year  thereafter, 
tha  appointee  shall  file  vith  the  appointing  department 
or  agency  a  statenent  showing  any  changes  in  such 
interests  during  such  period.'; 

in  subsection  (bfC)  by  atriking  "Chainsnn  of  tha 
:ed  States  Civil  sarvice  Commission"  and  inserting  in 
I  thereof  "Director,  Office  of  Parsonnal  Managenent"; 

in  subsection  (e) ,  by  Inserting  ' 
striking  tha  last  sentence, 
following  at  tha  end  thereof: 

"(Jl  Notwithstanding  any  other  provision  of  law, 
the  President   upon  finding  that  achievement  of  the 
purpose  of  this  section  requires  such  action,  nay 
exempt  with  respect  to  specified  activities  nenbers  of 
this  executive  reserve  who  become  employed  by  the 
Federal  Government  during  period*  of  emergency  or  who 
are  engaged  in  the  executive  reserve  training  program, 
and  their  private  employers   from  the  antitrust  laws  or 
any  similar  State  law  Provided,  that  the  exemption 
authorized  in  this  paragraph  (4)  shall  apply  only  with 
respect  to  activities  undertaken  in  good  faith  within 
the  scope  of  the  employees'  official  governmental 

"(3)   The  heads  of  the  departments  or  agencies 

subsection  (e)  shall  file  with  tha  Office  of  the 
Federal  Register  for  publication  in  the  Federal 
Register  a  statement  including  the  nan*  of  tha 
employee,  the  employing  department  or  agency  the  title 
of  the  employee's  position,  and  the  name  of  the 
employee's  private  employer.   Any  such  employee  who  is 
not  required  to  file  a  financial  disclosure  report 
pursuant  to  sections  201  through  211  of  the  Ethics  In 
Government  Act  of  1978  or  a  confidential  financial 
disclosure  statement  under  5  CTTt   735,  shall  file  with 
the  employing  department  at  agency  a  statement  listing 
the  names  of  any  corporations  of  which  the  employee, 
the  employee  s    spouse  or  dependent  child,  is  an 
employee,  officer  or  director  ot  within  sixty  daya 
preceding  the  employee's  employment  has  been  an 
employee,  officer  or  director,  or  in  which  they  own,  or 
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within  sixty  days  pracnding  the  employaa's  anplaynant 
hava  owned,  any  atocKs,  bonds,  or  other  financial 
Interests,  and  the  nanaa  of  any  partnerahipa  in  which 
they  are.  or  were  within  sixty  days  preceding  the 
enployee'H  employment,  partners,  and  tha  names  of  any 
othar  buBlnenses  in  which  they  own,  or  within  such 
sixty-day  period  have  owned,  any  similar  interest.   At 
the  end  of  each  year  thereafter,  tha  employee  shall 
file  with  the  employing  department  or  agency  a 
statement  showing  any  changes  in  such  interests  during 
such  period.";  and 

(e)   by  adding  the  following  new  subsections; 


"(i)   Notwithstanding  any  other  provision  of  law,  any 
activities  conducted  under  this  section  are  exempt  from  the 
operation  of  all  Federal  laws,  rules  and  regulations 
pertaining  to  advisory  committees. 

"(j)   The  President  shall  promulgate  regulations 
Implementing  the  exemptions  contained  in  subsections  (b)(4) 
and  (e)  of  this  section." 


1  States  Code, 


if  the  President 
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"(b)   SubsBCtion  (a)  hsreof  shall  not  apply  (1)  If  the 
officec  or  employee  first  adviaes  the  Govemnient  official 
responsible  for  appointBsnt  to  his  poaition  of  the  nature 
and  clrcunatancas  ol  the  judicial  or  other  proceeding, 
application,  request  tor  a  ruling  or  other  determination, 
contract,  claim,  controversy,  charge,  accusation,  arrest,  or 
other  particular  natter  and  makes  full  disclosure  of  the 
financial  interest  and  receives  in  advance  a  written 
determination  made  by  auch  official  that  the  interest  Is  not 
so  substantial  as  to  be  deemed  likely  to  affect  the 
integrity  of  the  services  which  the  Government  may  expect 
from  such  officer  or  employee,  (2)  if,  by  general  rule  or 
regulation  published  in  the  Federal  Register,  the  financial 
interest  has  been  exempted  from  the  requirements  of  clause 
(1)  hereof  aa  being  too  remote  or  too  inconsequential  to 
affect  the  integrity  of  Government  officers'  or  employees' 
sarvices,  or  (3]  if  the  President  certifies  in  writing  that 
the  national  interest  so  requires.   In  the  case  of  class  A 
and  B  directors  of  Federal  Reserve  banks,  the  Board  of 
Governors  of  the  Federal  Reserve  System  shall  be  the 
Government  official  responsible  Cor  appointment. ";  and 

(e)   in  section  209,  by  adding  a  new  subsection  (g) ,  to  read 
as  follows: 

"(g)   This  section  shall  not  apply  if  the  President 
certifies  in  writing  that  the  national  interest  so 


"NATIONAL  INTEREST  WAIVER 

"Section  609.   Sections  602-608  shall  not  apply  if,  ; 
the  extent  that,  the  President  certifJ 
national  interest  so  requires.";  and 


(b)   in  the 
relating  to 
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(a)  by  atriKing  paragraph  (b)  and  insartin?  in  ll«u 
t:har*at:  "(b)   Tba  word  'natarlals'  ahall  Include  raw 
natarlals ,  art lcl«* ,  conmodit  i«s ,  coMponants ,  procaaaas , 
producta,  auppliaa,  and  tachnicai  IntonMtion,  and  aervicaa 
with  ragard  charato.": 

(b)  by  atriKing  paragraph  (c)  and  Inaartlng  In  lieu  thereoC: 
"(c)  Tha  word  ■tacilitiaa'  shall  includa  sarvicaa  with 
regard  thereto,  but  shall  not  include  fama,  churches  or 
other  places  of  worship,  or  private  dwelling  houaaa."; 

(c)  by  atriKing  paragraph  (d)  and  inserting  in  lieu  ttiaroof: 
"(d)  The  term  "national  defense"  meana  prograns  for  nilltary 
and  energy  production  or  construction,  nilltary  aaalatanca 
to  any  foreign  nation,  etocKpiling,  space,  and  directly 
related  activity.";  and 

(d)  by  adding  a  new  paragraph  (g)  as  follows:   "(g)   The 
word  'services'  shall  includa  any  effort  that  is  needed  in 
or  incidental  to  tha  davalopaant,  production,  conatruction, 
asaenblage,  proceaaing,  delivery,  use  or  distribution  of 

natariala  or  facilities." 

1  Act  of  19S0 
;  the  Defense  Production  Act  of  1950 


(a)  by  Inserting  after  the  words  "person  furnishing  such 
inforaation  shall"  the  following:  "be  axanpt  from  public 
disclosure  under  section  523(b)(3)(B)  of  title  5,  United 
States  Code  and  shall";  and 

(b)  by  repealing  the  second  paragraph  thereof. 

:ion  IS.   Section  7ll  of  the  Defense  Production  Act  of  1950 


(b)  by  striking  "Bureau  of  the  Budget"  in  subsection  (a) (1) 
and  Inserting  in  lieu  thereof  "Office  of  Hanagemant  and 
Budget" ; 

(c)  by  amending  subsection  (a)(4)  to  read  as  follows: 

"(4)   There  are  authorized  to  be  appropriated  for  fiscal 
years  1990,  1991,  1992,  1993,  and  1994  not  to  exceed 
5250,000,000  to  carry  out  the  provisions  of  sections  301, 
302,  and  303  of  the  Act," 
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of  Bubs«ction 
(a)  1  " 

"(5)   Action*  Chat  would  «xc««d  the  dollar  Halt  in 
Section  303(a)  ar«  hereby  authorized  Cor  the  tollowinq 
industrial  resources  shortfalls: 

(A)  discontinuous  silicon-carbide  relnforcad  aluninuai 

(B)  reclamation  of  superalloy  scrap; 
■ccelerated  cooled/direct  quenched  steel  plate; 
:her«oelectric  coolers;  and 

JE)  oxide  dispersion  strengthened  aheet." 

Section  IG.   Sections  705(d)  and  716  at   the  Defense  Production 
Act  of  1950  (50  U.S.C.  App.  21SS(d)  and  2165)  are  aaended  by 
striking  "Sl.OOO"  and  inserting  in  lieu  thereof  "310,000". 
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SECTIONAL  UULYSIS 


■Short  Title'. 

This  lectton  cites  Act  ai  th«  'Mftnt*  Production  Act  AMixtMntt 
of  1989- . 

"Exttnslon  of  tJie  Oefenie  Produetfon  Act  of  1S50'. 


Ill,  ind  ill  0 


Act 


the  ron-periMnent  provlsfons  of  T1t1i 
ct   to  penunent  status*     Currently,   tl 
n  date  of  Septnnber  30,   1989  for  these  non- 
pemnent  iiroir'lslan    of  tne  Act.     Tlie  proposed  inenitaint  avoids  the 
costly  lapacts  on  national  defense  and  preparedness  prograas  that 
■ould  result  froa  tenalnitlon  of  the  Act. 

*DKlar*tion  of  Policir'. 

The  Declaration  of  Policy  was  a  call  to  action  In  the  Korean  Mar  period. 
International  situation  and  to  present 
oblllzatlon  preparedness,  a  dearer, 
tlon  of  policy  Is  necessary. 

In  addition,  the  concept  of  the  'Graduated  HDb111zat1on  Fleponse' 
(GMR)  is  Introduced,     The  GMR  provides  for  a  graduated  response  to  early 
warning  Indicators  to  ensure  the  timely  availability  of  adequate 
Induttrlal  production  dnd  resources  for  national  diftns*  requlrMents. 

'Raise  Celling  for  Purchase  CoMllMntt' 

This  section  raises  fro«  125,000,000  to  $50,000,000  the  outstanding 
anunt  of  purchases  or  purchase  comltnents  to  correct  an  Industrial 
resource  shortfall.     If  the  aggregate  outstanding  aaount  of  all 
procurenent  actions  would  exceed  150,000,000,  then  any  further 
purchase  coanltnents  nay  be  taken  only  If  specifically  authorized 


'Extension  of  the  f 


r  Purchases  and  Purchase  Agreeiaent*' 


This  section  extends  the  completion  date  for  Title 
entered  Into  under  section  303  'ten  years  fron  the 
purchase,  comltinen     tc  purchase    i>r  sale'.     The  cu 

deadline  Is  September  30.  1996.  which  was  ' _  ._   _._   __ 

to  the  Act  In  1980.     The  proposed  change  peminently  adds  ten  years  to 
the  conpletlon  date  for  any  project  under  Title  III  of  the  Act. 
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'RtpMl  of  section  309  reporting  requirtaent'. 

This  MCtlon  repeals  the  requ1r«M«nt  for  reporting 
on  tni  errects  of  offsets  on  the  defenie  preparedness. 
Industrial  coapetltlraneis,  eMploraenC,  and  traoe  of  the 
UnlUd  Statts. 

'Repeal  of  Teralnated  International  Voluntary  AgreeiKit  Authorities' 

This  section   repeals  section  70BA  of  tne  aefeese  PraductloFl  Act 

The  juthority  for     nternat^onal  agreements         nftcessary  to  eitend 
the  Current  voluntary  Tanker  Agreement  leyond  domestic  tanners  to 
Include  foreign  ocean- joi      tankers        an  energefly,  as  wel     as  other 
International  voluntary  agreownts  that  are  needed  In  energy  and 
shipping  programs. 

When  enacted  (r  19?5,  section  708*  prescribed  procedures  for 
developing  and  carrying  out  any  voluntary  agreenent  or  plan  of 
action  to  Inpiement  the  Agreement  on  an  InternatiOfial  Energy  Program 
dated  No yenber  IS    1974.     Subsequently,  the  Energy  PoUcy  and 
CorBervatton  Act  was  enacted,   with  section  25Z   tMreln   |4?  U.S.C. 
iZ72)  nOBSening  as  ihe  eiclusive  statute  joverning  We  United 
SUUS'  participation  in  the  International  tnerjy  Proyran,  and  render 
section  ?08*  obsolete  for  purposes  of  tne  International    Energy  Progra 

Subsection  (o)  of  section  708A  prohibits  the  uie  of  voluntary 
agreements  unde    section  70a  to  implenent  any  international  agreeirent 
to  Hhicn   the  United  States    i  a  party.     Consequently,  subsection 
708A(o)  causes  an  antitrust  defense  to  be  unavailable  for  voluntary 
actions  by  United  States  oi    conpanles  to  fulfill  the  United  States' 
oi     supply  ob    gations  under  the  Korth  Atlantic  Treaty  and  other 
nternational   agrements,  such  as  the  United  States-Israel   Oil 
Supply  Agreement.     Repeal  of  section  70eA  xould  rectify  thi     situatio 
and  Mould  not  aff«ct  the  status  of  42  U.S.C.  ini  as  the  eicluslve 
statute  goyernirij  voluntary  agreements  and  plans  of  action  pursuant 
to  the  International  Energy  Prograi*. 


Section  8. 

.     'Voluntary  AgreeiMnts' 

Section  8(a)  Is  a  conforaing  aaendaent  to  the  repeal  of  Section  708A. 
Section  S(b1   defines  the  tern   'plan  of  action'.     Section  708  presently 

units  any   provision   tor  plans  Dt  action,   sue"     )  were  employed  during 
the  Korean  Mar  and  as  auUiorlied  unoer  section  li2  of  tne  Energy 
Pol  cy  ihd  Corservatlon  Act,  -Ith  regirfl  to  the  Agreement  on  an 
nternatlonal  Energy  Progran.    A  pUn  of  action  may  propose  taking 
steps,  the  particulars  of  «Mich  are  oulte  significant  in  tnelr  effects 
and  which  cannot  be  anticipated  when  the  voluntary  agrement  Is  approved. 
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Then  »r»  l«glt<MU  rtaions  For  requiring  Mp«rtte  ippraval  of  each 
p]an  of  ictlon.     The  sum  fnnoWea  adoptlmi  procedures  for  ths 
wlunUry  igrteaent  thould  not  b«  Impaled      fia  such  procedures 
could  livede  the  ability  of  a  to  untary  agreement  group  fro* 
•cconpltihlng  the  objective*  of  the  isreeaent  expsdltlouil^. 

Section  Bfcl  Is  a  confondng  aMcndaent  to  the  repeal  of  Section  70eA. 


Secllon  B(e)   Hkes   dvallible  the  option 
public  access  to  all  Beetlng*  ana  recor 

or  carrying  out  voluntary  «gr««aents  On  cue  qnaiteri  oi  ousiness 
confldentlelltj'  and  tride  secrets  as  Del     as  natlona    security 
and  Matters  exe«pta<l  froB  disclosure  by  statute.    CurrBnCly, 
section  708(dl  of  the  Act  Knits  denial  of  pub    c  acces    to  neatlngs 
to  develop  voluntary   agreements  and  records  of  al)   advUory  cimilttee 
■•etinqs  to  -reasons  or  national  lecurlty  and  previous  exenptton 
froB  disc  osureby  statute  tS  U.S.C.  SS2(b)lll  and  <d1(3U  ana 
section  708(d)lU  requires  advisory  coumTttee  meetings  to  carry 
out  voluntary  agreements  to  tie  open  to  the  public  *1n  ill  casts.* 
The  proposed  language  removes  liniedlraents  to  eliciting  »  voluntary 
agrecBtnt  froi  companies  concerned  dbDut  trade  secrets,  and  toproves 
the  flexibility  of  section  70S  with  respect  to  the  application  of 
advisory  coailttee  statutes. 

Section  81  f)  authorfies  the  President  to  develop  plan*  of  action 
to  help  provide  for  the  national  defense  If  conditions  exist  which 
pose  a  direct  tnreat  to  the  national  defense  or  Its  preparedness 
Currently,  this  concept  Is  not  used    n  :sectlon  7U8.    The  inclusion 
of   this  concept   in   tr>e  Act     as  a  component  of  voluntary  -agreements, 
improves  the  versatility  of  carrying  Out  vo  untjry  ai^raenents 
OTder  the  Act.    'JhUe  the  plan  of  action  nust  Oe    pprovea,     t 
does  not  Save  to  go  through  a  Separate  approval   process  like  the 
voluntary  agreenent. 


n  aie)iqilnHiHj)|l) 


stctlon  708  Of  the  net. 

Section  e(k)  provides  that  an  antitrust  defense  hIII  be  nade 
available  if  a  voluntary  agreement  participant's  act  or  ndislon 

This  is  a  more  definite  test  than  the  current  requirenent  that  a 
vague  'good  faith'  test  be  applied  In  an  antitrust  defense  for 
voluntary  agreefnent  participants. 

Section  Bin]  exempts  voluntary  agreement  participants  fro«  the 
provisions  of  laws,  rules  and  regulations  pertaining  to  advisory 
connlttees  while  ttiey  are  carrying  out  the  provisions  of  a  volun 
agreement  and/or  plan  of  action  under  this  Act. 
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the  United  States  Hn  :srrying  our  a  poll 
In  tline  of  an  energency,  IJ»  effect  of  <■ 
to  breach  their  igrtonents  urth  theic  cu 


protection  for  corporate  participant!  in  th«  oi     sfwrlng   syitw  of 
tne  International   Energy   Aijency   UE*) .   »nU  for  fimis  participating 
n  natural    gas  allacatiDn.      It   therefore  il  reasonable  to  insert 
such  a   provision   into   section   708  of  the  Act. 

Section  9.  "Strengthen  Executive  Reserve' 

Thi     section  provides  lirttefl  proMctlon  fro  the  Federal  anti- 
trust    aws  to  Special   [kiveriineiit  Employees  Serving  Uithout 
Cnpensatlan   (MOC's)   and  National  Defense  Executive  ResirviStS 
(MDER's),   CD  assure  that  the  Section  710  iuthority  can  be 
utiliied  to  Mke  the  nost  constructive  use  of  private  pertOM 
from    ndustry  during  netlonal  emergencies. 

In  order  to  provide  the  necessary  manpower  to  achieve  the  purpaies 
of  the  DPA.   Section  710  of  the  Act  permit*  the  Presiaent  to  tempor- 
arily employ   as   Federal   employees  persons  -no  possess  outstanding 
experience  and  aBilities,   and  "hose  skil       -are  not  otherwise  obtain- 
able.    The  close  cooperation  of   industry  officials  required  by  these 


ordinarily  g1v*  rise  to  antitrust  concerns      Actions 

Uy  WERs  or 

wOCs  thjt  cause  eom)et1tive  Mm  only  could  result 

ultimate 

antitrust     ab    fty  If  *uel>  iod1v1*ials  lere  acting  o 

uts  de  tne 

ant     S  the 

fact  that  the  very  threat  of  antitrust  j::hallenge  may 

from  industry   from  fully  participating  In  the  MUER,  e 

ven  where 

trust  la«s" 

the  intl- 

•Amend  to  Chapter  11  of  title  18.  United  States  Code' 

This  section  amends  title  18  of  the  United  SUtes  Code  to  provide 
eiemptions  to  confl  ct  of  Interest  laws  for  NDERs  and  UOCi  Khen 
the  President  certifle  writing  thdt  tne  nati  ona       nterest 

require  a  wa  ver  frmi  these  an*.  There  ai-e  currently  nd  waivers 
or  exculpatory  clauses  in  title  18  or  any  of  tne  emergency  powers 
or  organ1;at1ona1  legislation  ahlch  night  apply  to  HDEHs  or  UOCs 
during  a  crisis.  Consequently.  NOER  aeabers  could  find  thenselves 
subject  to  criminal  prosecution  as  a  result  Of  thefr  activities  on 
behalf  of  the  government  during  a  period  of  NDER  activation  or  the 
NDER  member  may  find  that  he  or  She  is  not  employable  because  Of 
the  conflict  of  interest  laws.  Such  consideration!  have  seriously 
United  the  participation  of  HDERs  in  the  energy  Industry. 
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din9  fonaard  Imguige  to  aiwnd  Si 

Iready  ieen  proposed  tn  the  Pres 
.  Act  of   1969.     The  Adnln   stratfo 


n  iOSfb)  of  title 
dnents  to  that  section 
s  Government-wide 
Dngly  urges  Congrets- 
ssitile.     The  Aomlnlj- 


d  first    The      nitea  amendment  to  section 
to  etisufs  cons  stency  "Ith  the  waiver 
to  section  203.  2US,  207,  209,  until  a 


e  Oeparirent  of  Energy  Organ Uati on 
i:t1on  609  to  provld*  a  waiver  of  tti« 
rovUlons  of  section  G[)2-t>0S  of  that 


Subsection  (c)  amends  the 

term  'national  defense'  to  drop 

"atOrHc"   fron  energy   so  t 

hat  programs  for  all  forms  of  energy 

production  and  construct! 

on  are  covered  under  the  Act. 

¥e  consider  the  coiwiercia 

space  vehicle    aiinch  pro^raiii  to  oe 

under  the  term  'space'  as 

defense"  In  the  Act.     As 

such  we  do  not  consider     t  necessary  i 

anend  the  definition  of  n 

atlonal    defense  to     nclude  this  progr 

However,  we  Believe  the  C 

omiiiittees  of   the  Congress   shoul.J  give 

recognllton  to  tH1s  progr 

am  oelng  a  part  of  national  defense  as 

used  in  the  Act. 

Untn  19B3.  the  space  1au 

nch  program  was  a  U.S.  Sovernnent 

function.     By  various  dec 

assigned   the   un^ianned  Ul 

nch  vehicle   (ULVl   program  tu   the  prlva 

sector.     Up  to  that  t1n.e 

the  program  was  tiie  responsiOi  tty  of 

and  Space  Aanlnlstration     NASAl.      The 

President's  National   Spac 

ndustry  and  at  the  same  time  prohioit 

NASA  from  operating  ULVs. 

On  January  5,   1988,   the  P 

resident  approved  a  revised  national 

space  policy,  staling  that  the  Department  of  Transportation 

(OoTl   is   tlie   lead  agency 

within  the  Federal  Sovernment  for 

developing,  coordinating 

and  articulating  Federa     pol  Cy  and 

regulatory  guidance  perta 

ning  to  the  United  States  cormercial 

ullation  with  DoD,  State     I.ASA     and 

The  policy  further     tates  that  all 

Executive  departments  and 

agencies  shall  assist  the  Dol  in 

carrying  out   it  responsitj 

lities,  as  set  forth  In  the  Cooaercl 
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lunch  Act  and  txecutfve  Ordar  12465.  Botli  DoD  and  NASA 
directly  from  the  ciiiiinierc<d1  launch  vehicle  production 
ich  capability.  The  cannercla!  sector  provides  a  nore 
l.S.  launch  capabllUy  ^nd  offers  donestlc  backup  for 
:t1e  and  DoO's  eipendaale  launch  vehicle  program  and  as 
directly  related  to  these  national  <lefsnse  pro^rans. 

of  Provision  Pertaining  to  Title   IV  of  Act" 


tlon  repeal 
Production  « 

Section  7 

3(b)  which  re 

tt  Dlsdowr 

e  of  Certa 

n  Infonution 

tlon  repeal 

an  obsole 

«  paragrsBh  i. 

n  obtained  By  the  Office  of 
lization  under  section  7U5  of  the  Uefense  Production 
0  April   30,   1953. 


be  psld 

on   Title   III  disbursements  and  inventory. 

Sub sect 
and  Bud 

on  (b)  amends  section  71Ua)(U  by  stHnmg  the  Bur 
et. 

Subsect 
301.  30 

on  (cl  authorizes  appropriations  for  programs  secti 
and  303  of  the  Act. 

)  exenpts  five  specific  projects  fron  the  dollar 
ctlon  303(a)  of  the  Act.     Host  projects  oould 
rrent  celling  and  the  increase  relieves  the  Congress 
dent  of  a  cuobersone  administrative  burden  ■ithout 
listing  safeguards. 

allies" 


Bcton  72U  of  the  Act  which  set  up  the 
and  Shortages.  The  Conalssion  expire 
s  functions  are  provided  by  the  twpart 
or  and  the  Federal  Emergency  Managemen 
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SECTIONAL  ANALYSIS  OF  H.t.  iB6 
I  -  !)«(•□■■  Induitrlal  ftua  KesCO 


SECTION  lOl,   DeCLAUIIOH  OF  POLICY.  $«c  2(»)<I).  Wi    Cb)(l),  (!),  (3)  and  (*): 

W*  «grH  vlth  Ch*  pro[K>iad  iuh  pollc7,  but  balicm  It  could  ba  enhanced 
by  ravlalog  cha  languaga  on  paga  2,  Una  IS.  After  cha  word  "danand", 
change  "■"  to  ","  and  Insert  "«a  mil  as  ■  naad  for  a  Baxlaliad  rcaponaa 
CO  eaclr  Harnlng  Indlcatora  to  anaure  cha  tlMljr  avallabllltjr  of  adcquaca 
Induatrlal  production  and  supply  for  national  defansa  requltaiMata".  This 
additional  language  would  Introduce  the  concept  at  graduacail  Bobllliacloo 


SECTION  101.  Sac.  Z(b).  EEPEAL  OF  OBSOLETE  PROVISION. 
Ha  agraaa  with  chla  lecclon. 

SECTION  102.   CONGRESSIONAL  FINDINGS. 

Ue  defer  to  Che  Depaitnent  of  Defense  on  this  sec 

SECTION  103.   STRENGTHENING  OF  XKESTIC  CAPABILITY. 


"Title  I"  should  read  "Title  III"  on  paga  5.  Una  16.  To  prowld 

consistency.  "Sec.  107"  on  page  5,  line  21,  should  read  "See. 
and  on  page  6,  line  2,  "section  101"  should  read  "Title  III". 


SECTION  103.  107(b)  DOMESTIC 


HEQUIREMENT. 


Ue  oppose  Chig  section.  Because  of  the  complexity  of  the  aanufac 
process,  the  requlrenents  Imposed  on  the  Secretary  of  Defense  are  burd 
and  onerous  and  result  in  a  cumbersone  and  Inefficient  procurement  pro 
He  believe  this  section  uould  cause  an  increase  in  the  cost  of  defense 
procurements  wlchout  necessarily  ensuring  Che  availability  of  donestlc 
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SECTION   103,    107(d)   DESICHATION  OF  CRITICAL  INDUST 
Ue  genecally  defer  Co   tin  DepsrEnant  of  Defen 

SECTION    LD3.    107(d)(2)  end   («). 

on  (e)  secBB  IneonslBCent  ulth  eubsac 
Che  one  hand  In  (dXZ),  is  to  dev^lo 
n  size  of  buslseis.  Under  subaactlon 
cance  Is  llmlced  by  slie.  ?urthermor 
ESS,  Che  procure«nli  ageocl«s  would  1 
tier  ganccsctors,  either  directly  or 


.  (1)  IN  GENERAL. 


on  (d)(2).  The 
capaelEy  Mithouc 


SECTION   103. 


107tg)   COORDINATION  WITH  MEHORANDUMS  OF 


UNDERSTANDING. 


107(h)   BORROWING  AUTHORITY  SUBJECT  TO  ULTIHATE  NET  COST  LIMITATION, 
nder  section  304  of   the  Act  snd  repealed   In  1974. 


L  PROVISIONS 


In  section  I07(s)   the   I 

defined.     These  changes 
702,   as   follows: 
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.  GENEEAL  PSDTISI0H5 


and  Inicrting  la   lieu 
1   include  rax  luCeriala, 


(Z)     by     addli 
"(g)  The 


Teat   the   follaulng  ne«  aubsaction: 


■ted  aervlcei'   means  aar  effort   chat   1 

lental  to  Che  davelopBenCi  pcoducclon, 
conatructlan,  asaenblage,  proceaslDg,  daltvac7,  uaa  or 
distribution  of  materials   or  faclllclaa."" 


ADJUSTMENT 
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Federal  Emergency  Management  Agency 

Washington,  D.C.  2047! 


Ceorge  Holoshyn  is  Associate  Director  of  Uifl  Federal  Eaergency 
Hanaqement  Agency  (FEHA) .  As  such  he  is  directly  responsibl*  for 
FEHA's  largest  organizational  conponent,  the  National  Preparedness 
Directorate.  This  Directorate  develops  and  coordinates  national 
policies,  plans,  and  facilities  in  preparation  for  all  phases  of 
any  national  5eci:irity  emergency.  It  is  responsible  for  industrial 
mobilization,  continuity  of  govemnisnt,  t«l«coiaiiiunication  and 
warning,  strategic  stockpiles,  emergency  authorities,  strategic 
data  and  models,  the  National  Defense  Executive  Reserve,  military 
support  to  civil  authorities,  federal  exercises,  etc.  He  was 
appointed  to  this  position  by  the  President  and  confirmed  by  the 
Senate  in  the  summer  of  1986. 

Prior  to  joining  FEHA,  Hr.  Holoshyn  served  as  Associate  Director 
of  the  U.  S.  Office  of  Personnel  Management  (OPH)  .  At  OFH  he 
headed  up  th*  Compliance  and  Investigations  Group,  with  re- 
sponsibility for  governmentwlda  parsonnel  security  prograBS,  and 
the  enforcement  of  civil  service  laws,  rules,  and  guidelines.  From 
February  1982  to  early  1983  he  served  as  the  agency's  Deputy 
General  Counsel . 

While  at  OFK  he  was  appointed  to  three  Boards,  and  was  collaterally 
responsible  for  the  agency's  emergency  preparedness  capabilities. 
He  served  as  a  member  of  the  Foreign  Service  Board,  the  Board  of 
Examiners  of  the  Foreign  Service,  and  tli*  Board  of  Directors  of  the 
Federal  Law  Enforcement  Training  Center  in  Glynco,  Georgia. 

Before  entering  government  service  in  19B2,  Mr.  Holoshyn  was 
employed  with  the  National  Railroad  Passenger  Corp  [AMTRAK)  as  its 
Manager  of  Industrial  Development  responsible  tor  the  sale,  lease, 
and  development  of  half  a  billion  dollars  worth  of  corporate 
property.  He  joined  AHTRAK  in  1978  after  4  years  of  practice  as 
an  attorney,  with  membership  in  the  New  York  and  Maryland  Bars. 

Ke  presently  serves  as  a  Naval  Reserve  Intelligence  Officer  witb 
the  rank  of  Lt.  Commander.  Before  joining  the  Naval  Reserves,  he 
served  as  an  Army  Captain,  first  as  a  Medical  Service  Officer  and 
later  as  a  JAG  officer. 

Hr.  Woloshyn  graduated  froM  Fordhan  College  in  1965  with  a  B.S.; 
froD  the  Bernard  Baruch  Graduate  School  of  Business  (CUNY)  in  1972 
with  an  K.B.A.;  and  from  Fordham  Law  School  in  1974  with  a  J.D. 
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THE  DEFENSE  FRODUCnON  ACT 

OF  1950,  As  Amended 

(50  U.S.C  app.  2061,  et  seq.) 

Inehutes  AdBiiDlstratloQ's  Propowd  1989  Aamidnienta 


Federal  Emergency  Management  Ageng' 

Onicc  of  Mobilization  Preparedness 

Washington.  D.C  20472 

Jane  1,1989 
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DEFENSE  PRODUCTION  ACT  OF  1950, 
AS  AMENDED 


Tbis  Act,  divided  into  titles,  m^  be  dted 
as  'the  Elefense  Produclioii  Act  of  1950.  (SO 

U.S.C/41P.2O6I) 

TABLE  OF  CONTENTS 

Title    I— Priorities  and  allocatioDS. 

Title  Q— Autbori^  to  requisition  and  con- 
dema 

Title  m— Expansion  of  productive  capacity 
and  supply. 

Title  rV— Price  and  wage  stabilization. 

Title  V—Senlemeut  of  labor  disputes. 

•rand  real  es- 


Tltle  VH— General  provisions. 

DECLARATION  OF  POUCY 

See.2,  In  view  of  the  present  iatewni 


tt-defen 


:  and  aatienal  seeuriy.  t 


the  ga^BBsioH  el  pimluctii 
supply  beyond  the  tevela  neei 


la  amelrftB  the  United  dm 


TMg  wwside-of  the  United 

at  the  awBlaWity  of  atratepe 
■  eluding  enefgyrnad 
whieh  wOMld  B^yewely  ageet  the  national 


aewiHty,  it  is  also  neeessa^  and  appropria 
la  aasufe  domestie  energy  supplies  For  n 
rienai  defense  needs. 


(I'l^-is  the  poliy  of  the  Cengfess  w 


»  of  the  national  defense,  and  w 


onnl       geographical  m 


attaeh  by  an  enenqp  of  the  United  States.-4ft 
Knietion  of  any  Government-owned 


faeiltttes  from  eivilian  u»e  »  nilitaty  and        atwietion,  eitpaii 
related  purposes-  li  also  requires  the 

developwem  of  preparedness  progmns  wtd 
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avalUbllitJ  of  •irattglc  aad  crillcal 


KlW^^1^*^■^*■■^'™■^'^*"^■'"^■''■''y*"^ 


Sm.  X  (a)(1)  Is  vitir  of  tka  pnsMt  inlir- 
nadoBal  sllBatloB,  tb*  nmd  for  meunrw  to 
rtdaca  ddtaM  prodnctloa  lead  timtf  aBil 
bgUlcMck*,  aad  la  order  la  provid*  for  iIm 
naUoaal  ddkoM  aad  aaUoaal  Mcaritj,  oar 
d«ftnM  RebWiatlM  pnparvdMU  (Cfort 
cobUbbm  M  rtqnir*  tba  dwdopaMBt  oT 
^vparcdncH  prognuu,  dtfiaw  ladutrial 
baM  Inprawciaciit  ncasnns,  aad  Um  opaa- 
sion  of  domesUc  productive  capaeitj'  and 
supply  bcyoad  the  levels  needed  to  meet  the 
civiliaD  demand,  aa  well  as  a  oced  for  a 
marimlwd  itspooM  to  early  warning  Ib- 
dlcab»s  to  cnnre  the  timetj  avoitaUlit;  of 
adcqaaU  Indnstrial  productloB  and  ran*!? 
fbrDBtimal  defense  reqalrements.  AIm  re- 
qnlred  is  some  diversion  of  certain 
materials  and  foeUltlcs  ft-om  dvillan  ase  to 
militai7  aad  related  parpoMS. 

(Z)  These  activities  arc  needed  In 
order  to  improve  drfeosc  indnslilal  base 
efltdenc]'  and  responsiveness,  to  rtdocc  the 
lime  nqnircd  fra-  indnstrial  mobilization  in 
the  event  of  a  threat  to  tba  saenrity  of  the 
(iaitcd  Slates  or  an  attack  on  the  United 
Slates  or  to  respond  lo  actions  occurring 
onlslde  of  the  United  Stales  which  could 
rcsnlt  in  the  lermlnalion  or  redDcllon  of  the 


(b)(1)  Ezacntlva  departments  and 
agcndes  shaU  assess  the  eapabUlly  of  Iha 
drfoueiadiutrial  base  to  satis^  peacetime, 
sarfs  and  moUlinlkn  reqnlrenwts  aad 


to  amthtf  tl 
thai  essauUal  moldllzalloa  raqairemeBt* 
arc  met,  consideration  shooid  be  givan  to 
siodqdliBt  straUfiG  Buuerial*  to  the  extent 
that  SDdi  stoekpUlni  is  economical  and 

(2)  It  la  the  poUcj  oT  the  Conpess 
tlial  plans  and  progranu  to  carry  oat  this 
dedantlon  of  polity  shall  be  nndertalun 
with  do*  considavUoa  for  [uromating  ef- 
(IclenGy  and  competition.  (50  U.S.C  App. 
2062) 


Sec  101.  (a)  The  President  is  hereby 
authorized  (I)  to  require  Chat  perfbiniance 
under  contracts  or  orders  (othier  than  con- 
tracts of  employment)  which  he  deems 
necessary  or  appropriate  to  promote  the  na- 
tional defense  shall  take  priority  over  peifor- 
macce  under  any  other  contract  or  order, 
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and  for  the  purpose  of  assuring  sud  prioiiiy, 
to  require  acceptance  and  perfonnance  of 
such  contiacts  or  orders  in  preference  to 
other  contracts  or  orders  by  any  person  he 
Suds  to  be  ciqwble  of  their  perfonnance,  and 
(2)  to  allocate  materials  and  EadUties  in  such 
mamieT,  upon  such  conditions,  and  to  such 
extent  as  he  shall  deem  necessary  or  ap- 
propriate to  promote  the  national  defense. 

(b)  The  powers  granted  in  this  section 
shall  not  be  used  to  control  the  general  dis- 
tribution of  any  material  in  the  civilian 
market  unless  the  President  finds  (1)  that 
such  mateiial  is  a  scarce  and  critical  material 
essential  to  the  national  defense,  and  (2)  that 
the  requirements  of  the  national  defense  for 
such  material  cannot  otherwise  be  met 
without  creating  a  significant  dislocation  of 
the  norma]  distribution  of  sudi  material  in 
the  civilian  market  to  such  a  degree  as  to 
create  appreciable  hardship. 

(c)(1)  Notwithstanding  any  other 
provision  of  this  Act,  the  President  inay,  by 
rule  or  order,  require  the  allocation  o^  or  the 
priority  perfonnance  under  contracts  or  or- 
ders (otiier  than  contracts  of  employment) 
relating  lo.  supplies  of  materials  and  equip- 
ment in  order  to  maximize  domestic  energy 
supplies  if  he  makes  the  findings  required  by 
paragraph  (3)  of  this  subsection. 

(2)  The  President  shall  report  to  the 
Congress  within  sixty  days  after  the  date  of 
enactment  of  this  subsection  on  the  manner 
in  which  the  authority  contained  in  para- 
graph (1)  will  be  administered.  This  report 
shall  include  the  maimer  inwhich  allocations 
wilt  be  made,  the  procedure  for  requests  and 
appeals,  the  criteria  for  determining 


priorities  as  between  counting  requests, 
and  the  ofBce  or  agency  which  wUl  ad- 
minister such  authorities. 

(3)  The  authority  granted  in  this 
subsection  may  not  be  used  to  require 
priori^  performance  of  contracts  or  orders, 
or  to  control  the  distribution  of  any  supplies 

of  materials  and  equipment  in  the 
maricetplace,  unless  the  President  finds  that- 


(i)  exploratioit,  production, 
refining,  transportation,  or 


(iii)  for  the  c 
maintenance  of  energy  facilities;  and 


(B)  maintenance  or  furtherance 
of  exploration,  production,  refining, 
transportation,  or  conservation  of  energy 
supplies  or  the  construction  and  main- 
tenance of  energy  facilities  caimoi  reasonab- 
ly be  accomplished  without  exercising  the 
authority  specified  in  paragrapb  (1)  of  this 
subsection. 

(4)  Dtiring  any  period  when  the 
authority  conferred  by  this  subsection  is 
being  exercised,  the  President  shall  take 
such  action  as  nay  be  appropriate  to  assure 
that  such  authority  is  being  exercised  in  a 
marmer  vbidi  assures  the  coordinated  ad- 
ministration of  such  authority  with  any 
allocations  established  under 
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nihuiilinn  (a)  of  ddi  McticM  md  in  efEeet 
Au^  the  iMM  ptriod.  (50  US.C.  App. 
2071) 

Sm;  KL  In  onlar  W  pNveu  tacMrdi^  DO 
'  «(I}inaMMiafdw 
ndiad 

■I,  or  (2)  for  tlic  pwpow 
of  Nwle  M  prieci  in  oectt  of  prev^Uni 
market  prices,  ""'*"°i'  wtndi  bave  been 
desisnated  by  the  President  as  scarce 
materials  or  oiateriaU  the  tupi^  of  which 
would  be  threatened  by  such  accumulation. 
Tbe  Preskknt  shall  order  published  in  the 
Federal  Register,  and  in  such  other  manner 
as  he  may  deem  appropriate,  every  designa- 
tion of  materials  the  accumulation  of  wbicb 
it  unlawful  and  any  withdrawal  of  such  desig- 
nation. In  making  such  designations  the 
President  may  prescribe  such  conditions 
with  respect  to  the  accumulation  of  materials 
inexcessof  tbe  reasonable  demands  of  busi- 
ness, personal,  or  home  consumption  as  be 
deems  aecessaiy  to  carry  out  the  objectives 
of  this  Act.  The  section  shall  not  be  con- 
strued to  limit  the  authority  contained  in 
sections  101  and  704  of  this  Act  (50  VJS.C 
-MV.2072) 

Sec  103.  Ai^  person  who  willfully  per- 
forms any  act  prohilHted,  or  willfully  fails  to 
perform  any  act  required,  by  the  provisions 
of  this  title  or  any  rule,  regulation,  or  order 
thereunder,  shall,  upon  conviction,  be  fined 
not  more  than  SIO^OOO  or  imprisoned  for  not 
more  than  one  year,  or  both.  (SO  U.S.C  App. 
2073) 

Sae.  104.  [Hie  authority  etmtained  in  this 
section  was  added  by  the  Defense  Produc- 
tion Act  Amendments  of  1951, 65  State.  132, 


July31.19SLTteH 

K  the  dote  of  JiUM  3a  19S3,  by  sMtion  11  trf 

i^DilianPro*inieBAaAinMdmciUiof 

1953, 67  Stat.  131] 

See.  IM.  Noibiai  in  tfab  Aa  ih^  be  coB- 
tmedto  Msihoffaa  the  Pmidtitt  to  hmitute, 
wktaOKt  tbc  approval  of  the  Conpcaa,  a  pro- 
pan  fbr  *■  TtfkMiaf  of  gtaoUiM  among 
datiet  of  ewMuert.  (50  U.S.C  App.  2075) 

Sac.  IM.  For  purpose!  of  this  Act,  'ener- 
gy* shall  be  detignated  at  a  strategic  and 
critical  material' after  tbe  date  of  the  enact- 
ment of  this  section.  Provided,  that  no 
prawisicMi  trf  this  Act  shall,  by  virtue  of  such 


(1)  giant  any  new  direct  or  indirect 
authority  to  the  President  fbr  tbe  mandatory 
allocation  or  pricing  of  any  fuel  or  feedstodt 
(including,  but  not  limited  to,  crude  oil, 
residual  fuel  oil.  any  refined  petroleum 
product,  natural  gas,  or  coal)  or  electricity  or 
any  other  form  of  energy;  or 

(2)  grant  any  new  direct  or  indirect 
authority  to  ibe  Preddent  to  engage  in  the 
production  of  energy  in  ai^  manner  what- 
soever {such  as  oil  and  gas  exploration  and 
development,  or  any  energy  facility  con- 
struction) except  as  expressly  provided  in 
section  305  and  306  for  synthetic  fuel 
production.  (SO  U.S.C  App.  2076) 


[The  authori^  to  condemn  was  added  by 
section  102  of  the  Defense  Prodnctian  Act 
Amendments  of  1951, 65  StaL  132-133,  July 
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31,  1951.  Tbe  title  was  terminated  at  tbe 
doae  of  July  30,  1953,  by  section  of  the 
Defense  Production  Act  AmendmenU  of 
19S3, 67  Stat  131,  June  30, 1953] 


Stc.  301.  (a)(1)  In  order  to  expedite 
production  and  deUveiies  or  services  under 
Govenunent  contracts,  the  President  m^ 
authorize,  subject  to  sudi  reguladons  as  he 
may  prescribe,  the  Department  of  Defense, 
(he  Department  of  Energy,  the  Department 
of  Conunerce,  and  such  other  agencies  of  the 
United  States  engaged  in  procurement  for 
the  national  defense  as  be  may  designate 
(hereinafter  referred  to  as  'guaranteeing 
agencies'^,  without  regard  to  provisions  of 
law  relating  to  the  making,  perfonnance, 
amendment,  or  modification  of  contracts,  to 
guarantee  in  whole  or  in  part  any  public  or 
private  financing  institution  (including  any 
Federal  Reserve  bank),  by  commitment  to 
purchase,  agreement  to  share  losses,  or 
otherwise,  against  loss  of  principal  or  inter- 
est on  any  loan,  discount  or  advance,  or  on 
any  commitment  in  coimection  therewith, 
which  may  be  made  by  such  Snanctnginstim- 
lion  for  (he  purpose  of  finandng  ai^  contrac- 
tor, subcontractor,  or  other  person  in 
connection  with  the  performance  of  any  con- 
tract or  other  operation  deemed  by  the 
guaranteeing  agency  to  be  necessary  to  ex- 
pedite production  and  deliveries  or  services 
under  Government  contracts  for  the 
procurement  of  materials  or  the  peifot- 
mance  of  services  Cor  the  national  defense, 
or  for  the  purpose  of  financing  any  contrac- 
tor, subcontractor,  or  other  person  In  con- 
nection with  or  in  contemplation  of  the 


tenninatlon  in  the  interest  of  the  Uitited 
Statc3,of  any  contraa  made  for  the  nadonal 
defense;  but  no  smaU-bnainess  concern  (as 
defined  in  section  714(aXl)  of  this  Act)  shall 
be  held  ineUgble  for  the  issuance  of  such  a 
guann^  bjr  reason  of  alternative  sources  of 
supply. 

(2)  Eireept  as  provided  in  section 
305  and  section  306,  do  authority  contained 
in  section  301, 302,  or  303  may  be  used  in  aiiy 


(A)  in  the  development,  pnxluc- 
tion,  or  distribution  of  ^thetic  fuel; 

(B)  for  any  synthetic  fuel  project; 

(C)  to  assist  aity  person  for  the 
purpose  of  providing  goods  or  services  to  a 
synthetic  fuel  project,  or 

(D)  to  provide  any  assistance  to 
any  person  for  the  purchase  of  synthetic  fuel. 

(3)  Except  duriiQ  periods  of  nation- 
al emergency  declared  by  the  Coi^ress  or 
the  President,  a  guarantee  mof  be  entered 
into  urtder  this  section  only  if  the  President 
determines  that— 

(A)  the  guaranteed  contract  or 
operation  is  for  a  material  or  the  perfor- 
mance of  a  service,  which  is  essential  to  the 
national  defense. 

(B)  Without  the  guarantee. 
United  States  industry  cannot  reasonably  be 
expected  to  provide  the  capability  for  the 
n^ed  material  or  service  in  a  timely  man- 
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(C)  the  guinntee  ii  tbe  mod 
GOM'^ffsctive,  «q>edlem,  nd  practical  alter- 
native  Eur  meetiiig  tbe  need  iimlved  and, 

(P)  tbe  United  Statct  national 
defense  demaixl  ii  etjoal  to,  or  peatei  than, 
the  output  of  domettic  indutoial  opibiU^ 
wliidi  tbe  Preaident  leaionaUjr  detennincs 
to  be  araOaUe  for  natioiul  defeose,  inchid- 
ing  tbe  output  to  be  established  through  the 
guarantee. 

(b)  Any  Federal  i^ncy  or  ai^  Federal 
Reserve  bank,  when  designated  by  the  Presi- 
dent,  is  hereby  authorized  lo  act,  on  behalf 
of  any  guaranteeing  agency,  as  fiscal  agent  of 
tbe  United  Stales  in  the  making  of  such  con- 
tracts of  guarantee  and  in  otherwise  carrying 
out  the  purposes  of  this  sectioa  All  such 
funds  as  may  be  necessary  to  enable  any  sudi 
fiscal  agent  to  carry  out  any  guarantee  made 
by  it  on  behalf  of  any  guaranteeing  agency 
shall  be  supplied  and  disbursed  by  or  under 
authority  from  such  guaranteeing  agency.  No 
such  fiscal  agent  shall  have  ai^  responsibility 
or  accountability  except  as  ^ent  in  taking 
any  action  pursuant  to  or  under  authoiity  of 
the  provisions  of  this  section.  Each  such  fis- 
cal agent  shall  be  reimbursed  by  each 
guaranteeing  agenty  for  all  expenses  and  los- 
ses incurred  by  such  fiscal  agent  in  acting  as 
agent  on  behalf  of  such  guaranteeing  agency, 
including  among  such  expenses,  not- 
withstanding any  other  provision  of  law,  at- 
torneys fees  and  expenses  of  litigation. 

(c)  All  actions  and  operations  of  such 
fiscal  agents  under  authority  of  or  pursuant 
to  this  section  shall  be  subject  to  the  super- 
vision of  tbe  President  and  to  such  regula- 
tions as  be  may  prescribe  and  the  President 


and  to  pretcrfbe  regulationi  govennng  the 
forma  and  procedures  (which  shall  be 
unifbrm  to  the  extent  practicdrie)  to  be  util- 
ized in  coimection  with  such  guarantees. 

(d)  Each  guaranteeing  agency  is 
hereby  authorized  to  use  for  the  purposes  of 
this  section  any  firnds  which  have  heretofore 
been  appropriated  or  allocated  or  <H4iicb 
hereafter  may  be  qipropriated  or  allocated 
to  it,  or  which  are  or  may  become  available 
to  it,  for  such  purposes  or  for  the  purpose  of 
meeting  the  necessities  of  the  national 
defense. 

(eKl)(A)  Except  during  periods  of  na- 
tional emergency  declared  by  the  Congress 
or  the  President,  a  guarantee  may  be  made 
under  this  section  only  if  the  industrial 
resource  shortfall  wbidi  such  guarantee  is 
intended  to  correct  has  been  identified  indie 
Budget  of  the  United  States,  or  amendments 
thereto,  submitted  to  the  Congress,  accom- 
panied by  a  statement  from  the  President 
demonstrating  that  the  budget  submission  is 
in  accordance  with  the  provisions  of  subsec- 
tion (aX3)  of  this  sectioiL 

(B)  Any  such  guarantee  m^  be 
made  only  after  60  d^  have  el^sed  after 
sod)  industrial  resource  shortfall  has  been 
identified  pursuant  to  sutqutagraph  (A). 
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(C)  If  ilM  nukiiig  of  any  guaran- 
tee or  guarantees  to  correct  an  uktiuthal 
resource  ihort&ll  would  cause  tbe  aggregate 
outstanding  amount  of  all  guarantees  for 
such  mduitrial  resource  shortfall  to  exceed 
SlS.OOOfiOO,  ai?  such  guarantee  or  guaran- 
tees may  be  made  only  if  spedScally 
autborized  by  law. 

(2)  The  authori^  conferred  by  this 
sectionshail  not  be  used  piimaiily  to  prevent 
tbe  finandal  insolvency  or  bankruptcy  of  ai^ 
person,  unless 

(A)  the  President  certiOes  that 
the  insolvency  or  bankruptcy  would  have  a 
direct  and  substantially  adverse  effect  upon 
defense  production:  and 

(B)  a  copy  of  such  certification, 
together  with  a  detailed  justification  thereof. 

is  transmitted  to  the  Congress  and  to  the 
Commillees  on  Banking  and  Currency  of  Ihe 
respective  Houses  at  least  ten  days  prior  to 
the  exercise  of  that  authority  for  such  use. 
(50U.S.C.App.2091) 


Sec  30Z  (a)  To  expedite  pi 

deliveries  or  services  to  aid  in  carrying  out 
Govenunent  contracts  for  the  procurement 
of  materials  or  the  performance  of  services 
for  the  national  defense,  the  President  may 
make  provisions  for  loans  (including  par- 
ticipations, or  guarantees  of,  loans)  to 
private  business  enterprises  (including  re- 
search corporations  not  organized  for  profit) 
Cor  the  expansion  of  capacity,  the  develop- 
ment of  technological  processes,  or  the 
production  of  essential  materials,  including 
Che  exploration,  development,  and  mining  of 


strategic  and  critical  metals  and  minerals, 
'eof  newsprim. 


(b)  Such  loans  m^  be  made  without 
regard  to  the  limitations  of  anstinglawaod 
on  such  lermj  and  conditioiu  as  the  Presi- 
dent deems  necessary,  aeept  that- 


(1)  fitiftwial  assistance  m^  be  ex- 
tended on^  to  the  extent  that  it  is  not  other- 
wise available  on  reasonable  terms;  and 

(2)  except  during  periods  of  nation- 
al emergency  declared  by  the  Congress  or 
the  President,  no  such  loan  nay  be  made 
unless  the  President  determines  ihat- 

(A)  the  loan  is  for  the  eiq>ansion 
of  ct^nd^,  the  development  of  a  technologi- 
cal process,  or  the  production  of  materiak 
]  the  national  defense; 


(B)  without  the  loan.  United 
States  indtistiy  cannot  reasonably  be  ex- 
pected to  provide  the  needed  c^tadty,  tech- 
il  processes,  or  materials  m  a  timely 


(Q  the  loan  is  the  most  cost-ef- 
fective, expedient  and  practical  aitemative 
method  for  meeting  the  need,  and 

(D)  the  United  States  national 
defense  demand  is  equal  to,  or  greater  than 
domestic  industrial  capability  which  the 
President  reasonably  determines  to  be  avail- 
able for  national  defense,  indtiding  the  out- 
put to  be  established  throu^  the  loan. 

(c)(1)  No  such  loans  may  be  made 
under  tins  section,  except  during  periods  of 
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oational  emergency  dedared  by  the  Coa- 
gren  OT  the  PTMideiit,  unlen  the  induitrlal 
resource  jhortfill  whidi  such  Iwn  ii  in- 
tended to  cotrect  hai  been  identified  in  the 
Budget  of  the  United  States,  ( 
thereto,  submitted  to  the  Co  _ 
panied  by  ■  statement  fnai  Oie  President 
demoiHtiating  that  the  budget  nibmiiiion  t( 
In  accordance  with  tbe  pnmitoiB  of  subaec- 
ti(m  (b)(2)  of  thiiMc 

(2)  Any  such  loan  may  be  made  only 
after  60  days  have  el^Mcd  after  such  in- 
dustrial  resource  sbort&ll  has  been  iden- 
tified pursuant  to  parapapb  (I). 

(3)  If  the  making  of  ai^  loan  or 
loans  to  corrected  an  industrial  resource 
staort&U  would  cause  the  aggregate  out- 
standing amount  of  all  loans  for  sucb  in- 
dustrial resource  shortfall  to  exceed 
125,000.000,  any  such  loan  or  loans  may  be 
made  only  if  specifically  authorized  by  law. 
{50U.S.CApp.2092) 

See.  303.  (a)  To  assist  in  canying  out  the 
objectives  of  this  Act,  the  President  may 
make  provision  (1)  for  purchases  of  or  com- 
mitments to  purchase  metals,  minerals,  and 
oiber  materials,  for  Government  use  or 
resale;  and  (2)  for  the  eocouragement  of 
exploration,  development,  and  tntning  of 
critical  and  strategic  materials,  metals,  and 
materials.  Provided  however.  That  pur- 
chases for  resale  under  this  subsection  shall 
not  include  that  part  of  the  supply  of  an 
agricultural  commodity  which  is  domestical- 
ly produced  except  inso&r  ai  sudi  domesti- 
cally produced  supply  may  be  purdiased  for 
resale  for  industrial  use  or  stoclcpiling,  and 
no  commodity  purchased  under  this  subsec- 


tion shall  be  scdd  at  leii  than  die  estabUihMl 
ceilingpriceEbriudiconimDdi9(e9teqitA« 

sold  at  ten  than  the  cMAliilMd  G^liagprie^ 
or  the  current  domestic  market  pries, 
irindieverislowei),  or,  if  no«ilin(iKkBlM 

y^tmt,  »ttf ^lll^^nw^  rhw  Mgtmr  rfttw  tnllamitfr 

(i)  Ibe  Gonem  dmneitk  nvrfcet  price  fcr 
sttdi  commodity,  or  (ii)  the  minimmn  nie 
price  established  fbr  tgricnltnral  com- 
modities owned  m  connoDed  by  the  Corn- 
modi^  Credit  Corporation  as  provided  In 
section  407  of  Public  Law  430i  81st  Conpcx 
Provided  birtber,  however,  that  no  purdnse 


agricultural  commodity  sbaU  be  made  caUag 
for  delivery  more  than  <me  year  afier  tte 
expiration  of  this  act 

Except  during  periods  of  natknal 
emergency  dedared  by  the  Congress  or  the 
President,  the  President  may  not  f^fniff  a 
contract  under  this  subsection  imless  the 
President  determines  ttiat- 


(2)  without  Presidential  action 
under  autbority  of  this  section.  United  States 
industry  cannot  reasonably  be  e:q>ected  to 
provide  the  capability  for  the  needed 
mineral,  metal,  or  material  in  a  timely  man- 


(3)  purchases,  purchase  commit 
meats,  or  other  action  punuam  to  this  sec- 
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(4)  ibe  United  StUes  national 
defeme  demand  for  tbe  mineral,  metal,  or 
maierial  ii  equal  to,  or  greater  than  the  out- 
put of  domestic  industrial  capability  «4uch 
tlie  President  reasonably  determines  to  be 
availabla  for  national  defense,  inrhiHfng  the 
output  m  be  establitbed  tbrougb  the  pur- 
duoe,  purchase  commitment,  or  other  ac- 


Except  during  the  periods  of  national 
emergency  declared  by  the  Congress  or  the 
President,  the  President  shall  talce  no  action 
under  authority  of  this  section  unless  the 
industrial  resource  short&ll  which  sudi  ac- 
tion is  intended  to  correct  has  been  iden- 
tified in  the  Budget  of  the  United  States,  or 
amendments  thereto,  submitted  to  the  Con- 
gress accompanied  by  a  statemem  &om  tbe 
President  demonstrating  that  the  budget 
submission  is  in  accordance  with  the 
provisions  of  tbe  precedii^  sentence.  Any 
such  action  m^  be  taken  only  after  60  d^ 
have  elapsed  after  such  industrial  resource 
shortfall  has  been  identified  pursuant  to  tbe 
preceding  secience.  If  the  taldng  of  any  ac- 
tiim  or  actions  under  authority  of  this  section 
to  correct  an  industrial  resource  shortfall 
would  cause  the  aggregate  outstanding 
amount  of  all  such  actions  for  such  industrial 
resource  shonfati  lo  exceed  S25,QOO.OO0 
550,000,000.  any  such  action  or  actions  may 
be  taken  only  if  specifically  authorized  by 

(b)  Subject  to  tbe  limitations  in  subsec- 
tion (a),  purchases  and  commitments  to  pur- 
chase and  sales  under  such  subsection  may 
be  made  without  regard  to  the  limitatiDns  ol 
existing  law,  for  such  quantities,  and  on  such 
terms  and  conditions,  including  advance 


quantities,  and  on  such  terms  and  conditions, 
mdudiiig  advance  payments,  and  for  sudi 
periods,  but  not  ertemling  beyond  Septent- 
bcf  30i  IWS  W  years  fron  the  Initial  date 
of  Iha  pordHsa,  coaualDaent  to  pardusc, 
or  sal^  as  the  President  deems  necessary, 
except  that  purdiaiei  or  commitmeiits  to 
pnrduM  InvotvtDg  iagtet  tban  established 
eeilliig  prices  (or  if  there  be  no  established 
ceiliiig  prices,  cuirently  prevailii^  market 
prices)  or  antidpated  loss  on  resale  shall  not 
be  made  unless  it  is  determined  that  supply 
of  the  materials  could  not  be  effectively  in- 
creased at  lower  prices  or  on  terms  more 
favorable  to  the  Government,  or  that  such 
purchases  are  necessary  to  assure  tbe 
avaUabiUty  to  the  United  States  of  overseas 


(c)  If  the  President  Bnds- 

(1)  that  under  generally  fair  equi- 
table ceiling  prices,  for  any  raw  or  non- 
processed  material,  there  wilt  result  a 
decrease  in  supplies  from  high-cost  sources 
of  stich  material,  and  that  the  continuation  of 
such  supplies  is  necessary  to  carry  out  the 
objectives  of  the  act;  or 


(2)  that  a 
transportation  is  temporary  in  character  and 
threatens  to  impair  rnaximum  production  or 
supply  in  any  area  at  stable  prices  of  any 
materials,  be  may  make  provision  for  subsidy 
payments  on  any  such  domestically 
produced  material  other  tban  an  agricultural 
commodity  in  such  amounts  and  in  such 
manner  (including  purchases  of  such 
material  and  its  resale  at  a  loss  without 
regard  to  the  limitations  of  existing  law),  and 
on  such  terms  and  ctmditions,  as  he  deter- 
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mdi  ana  at  table  prlcM  cf  ndi  nntBiiali  !■ 


(<Q  Tht  pfocflroiuiitt  power  yaiod  to 
ihtPreddcabythhiwrtoniilwIHiiriwdiithe 
power  to  tramport  and  itore  and  have 
processed  and  refined  any  materiali 


(e)  Wben  in  his  judgement  it  will  aid 
the  national  defense  the  President  is 
authorized  to  install  additional  equipment, 
fodlities,  proceues,  or  improvements  to 
plants,  factories,  and  other  industrial 
facilities  owned  by  the  United  Slates 
Covemment  and  to  install  Government 
owned  equipment  in  plants,  factoriea,  and 
the  industrial  bolides  owned  by  private  per- 


(f)  Notwithstanding  any  other 
provision  of  law  to  the  contrary,  metals, 
minerals,  and  materials  acouired  pursuant  to 
the  proviaioiB  of  this  section  which,  in  the 
judpnem  of  the  President,  are  excess  to  the 
needs  of  programs  under  this  act,  shall  be 
transferred  to  the  National  E)efense  Stock- 
pile established  by  the  Strategic  and  Critical 
Materials  Stock  Piling  Act  {SO  U.S.C  98  et 
seq.)  when  the  President  deems  such  action 
to  be  in  the  public  interest.  Transfers  made 
pursuant  to  this  subsection  shall  be  made 
without  charge  against  or  reimbursement 
&om  funds  appropriated  for  the  purposes  of 
such  Act,  except  that  costs  inddent  to  such 
transfer  other  than  acquisition  costs  inddent 
to  sudi  transfer  other  than  actiuisition  code 
shall  be  paid  or  reimbursed  from  such  funds 


and  the  acqniaition  coatt  et  tacb  metals, 

deemed  to  be  net  loaaea  Incuned  bytbe 
transfeitini  tftocf  and  tbe  noiei  p^WNC 
imied  to  the  SeoetaiT  of  the  IVeatmy  rq>- 
reaentliig  tbe  amounn  tberaoftbill  be  an- 
celled,  l^oa  tbe  cMicenalion  atany  such 
A  Of  bofmviiif 
g  at  aiqp  one  time 

m304<b)ofthnac 

tuced  in  an  anxmi 
amount  of  aiqr  notct  so  cancelled. 

(^  When  in  his  judgment  it  win  aid  tbe 
national  defense,  the  Presldeiit  mtqr  make 
provirioii  for  tbe  development  (rfsubstitiites 
for  strategic  and  giticalinaieriala.  (50UAC 
App.2093) 

Sue.  304.  (a)  For  die  purposes  trfsectioiB 
302  and  303,  the  President  it  hereby 
authorized  to  utilize  such  eiisting  depart- 
ments, agendes,  officials,  or  corporations  of 
the  Government  as  he  may  deem  ap- 
propriate, or  to  create  new  ^endes  (other 
than  corporations). 

(b)  The  Secretary  of  tbe  TYeasuiy  b 
authorized  and  directed  to  cancel  the  out- 
standing balance  of  all  unpaid  notes  issued 
to  the  Secretary  of  the  Treasury  punuani  to 
this  section,  tt^tber  with  interest  accrued 
and  tmpaid  on  such  notes. 

(c)  Any  cash  balance  remaining  on  ' 
June  30,  1974,  in  the  borrowing  authority 
pievioiisly  autfaorized  by  this  section,  and 
any  funds  thereafter  received  on  transac- 
tions heretofore  o 


pursuant  to  sections  302  and  303  shall  be 
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covered  into  the  Tieaauy  as  nuMellaiieous 
KceipB.  (30  U^C  App.  2094) 

Sw.  305.  (a)(1)(A)  Subject  to  subsection 
(kXDi  ■»  o"!^  f>  encourage  tod  eqwdiie 
the  developmeffl  of  syntbeik  fiiel  Eor  use  for 
national  debase  puipOM^  the  President, 
utiMiig  tbe  provisions  of  this  Act  (other 
thansections  101(a),  301, 302, 303,  and  306), 
and  any  other  applicable  provision  of  law, 
shall  take  immediate  action  to  achieve 
production  of  synthetic  fuel  to  meet  national 
defense  needs. 

(B)  The  President  shall  exercise 
the  authority  granted  by  this  section— 

(i)  in  consultation  with  the 
Secretaiy  of  Energy; 

(ii)  throu^  the  Department 
of  Defense  and  any  other  Federal  depart- 
ment or  agency  designated  by  the  President; 


(iii)  cotiststentwith  an  order^ 
transition  to  the  separate  authorities  estab- 
lished pursiunt  to  tbe  United  States  Syn- 
thetic Fuels  Corporation  Act  of  198a 

(2)  This  section  shall  not  affect  the 
authority  of  the  United  States  Synthetie 
Fuels  Corporation. 

(b)(1)(A)  To  assist  in  carrying  out  the 
objectives  of  this  section,  tbe  President,  si^ 
ject  to  subsecdotis  (c)  and  (d),  sball— 

(i)  contract  for  purchases  ot 
or  commitments  to  purchase,  synthetic  fuel 
for  Govertunent  use  for  defense  needs; 


(ii)  suttject  to  paragraph  (3), 
issue  guarantees  in  accordance  with  the 
provisions  of  section  301,  except  that  the 
provisions  of  section  301(e)(1)(B)  shall  not 
ippfy  with  respect  to  such  guarantees;and 


(lil)  subject  to  paragraph  (3), 
make  loans  in  accordance  with  tbe 
provisions  of  section  302,  except  that  tbe 
provisions  of  section  302(2)  shall  not  aj^ly 
with  respect  to  such  loans. 

(2)(A)  Except  as  provided  in  sub- 
paragraph (B)  assistance  authorized  under 
this  subsection  may  be  provided  only  to  per- 
sons «4io  are  participating  in  a  synthetic  fiiel 
project 

(B)  For  purposes  of  fabrication 
or  manubcttue  of  any  component  of  a  syn- 
thetic fuel  project,  assistance  authorized 
luider  paragraph  (l)(A)(ii)  and  paragraph 
( l)(A)(iii)  may  be  provided  to  any  ^ricalor 
or  manubctiu'er  of  such  component. 

(3)  Tite  President  m^  not  utilize 
the  autbori^  under  paragn^b  ( 1 )  to  provide 
any  loan  or  guarantee  in  accordance  with  tbe 
provisions  of  section  301  or  section  302  in 
amounts  which  exceed  the  limitations  estab- 
lished In  stich  sections  unless  the  President 
submits  to  the  Congress  notification  of  the 
profused  loan  or  guarantee  in  the  manner 
specified  under  section  307  and  such 
proposed  action  is  either  approved  or  not 
disapproved  by  the  Coi^ess  under  such  sec- 
tion. For  purposes  of  section  307,  any 
proposal  pertaining  to  a  proposed  loan  or 
guarantee,  notice  of  which  is  transmitted  to 
the  Congress  under  this  paragraph,  shall  be 
considered  to  be  a  synthetic  fuel  action. 
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(c)(1)  Stdiject  to  pangrapfa  (2),  pur- 
rhiifn  bikI  coQunitiiiciits  to  puicfauc  under 
subwoioii  (b)  may  be  made— 

(A)  without  regard  to  the  limita- 
tioos  of  eaditiiig  law  (other  than  the  luoita- 
tions  Gomamed  in  tint  Act)  regarding  the 
procnremeiit  at  goodi  or  servicta  l^  ihe 


shall  be  made  by 
{wtitive  bida. 

(2)  in  any  cau  in  whidi  no  sudi  bids 
are  mbntitted  to  the  Presutent  or  the  Presi- 
dent  daterminfis  *hat  no  ucfa  bids  i^^iidi 


(B)  subject  to  section  171(a),  for 
such  quantities,  on  such  tenns  and  condi- 
tions (including  advance  payments  subject  to 
paragraph  (3),  and  for  sudi  periods  as  the 
Preddent  deems  necessary. 

(2)  Purchases  or  commitments  to 
purchase  under  subsection  (b)  involving 
higher  than  established  ceiling  prices  (or  if 
there  are  no  established  ceiling  prices,  cui- 
remly  prevailing  tnarket  prices  as  deier- 
miiied  by  the  Seaetaiy  of  Energy)  shall  not 
be  made  unless  it  is  determined  that  supplies 
of  synthetic  ftw!  could  not  be  eSectively  in- 
creased at  lower  prices  or  on  terms  more 
fiivoTable  to  the  Govemmeat,  or  that  such 
commitoMnts  or  purchases  are  necessary  to 
assure  the  availability  to  the  United  States  of 
supplies  overseas  for  use  for  national 
defense  purpose. 

(3)  Advance  payments  may  not  be 
made  under  this  section  unless  construction 
has  begun  on  the  synthetic  fuel  project  in- 
volved or  the  President  determines  that  all 
conditions  precedent  to  construction  have 
been  met 


(d)(1)  Except  as  provided  inp 
(2),  any  purchase  of  or  commitment  to  pur- 
diase  synthetic  fuel  under  subsection  (b) 


accqnable,  the  Preatdent  mqf  n^otiate  con- 
tncti  fbc  siudi  purchases  "wH  commltiiiBiitt 
to  purchase. 

(3)  Aiv  contraa  for  such  purchases 
or  commitments  to  purdiase  shall  prtivide 
that  the  President  has  the  right  to  refuse 
delivery  of  tb^  synthetic  fiiel  involved  and 
to  pay  the  person  involved  an  amount  equal 
to  the  amount  by  wbidi  the  price  for  nich 
synthetic  fuel,  as  specified  in  the  contract 
involved,  exceed  the  market  price,  as  deter- 
mined by  the  Secretary  of  &iergy,  for  such 
synthetic  fuel  on  the  delivery  date  specified 
in  such  contract 

(4)(A)(i)  With  respect  to  any  per- 
son, including  any  other  person  who  is  sub- 
stantially controlled  by  such  person  (as 
deteimined  by  the  Secretary  of  Energy),  die 
President,  subject  to  subparagrqib  (AKil), 
nay  not  award  contracts  for  the  purdiase  of 
or  commitment  to  purchase  more  than 
100,00Q  barrels  per  day  crude  oil  equivalent 
of  synthetic  fiiel. 

(ii)  With  respect  to  any  per- 
son, induding  any  other  person  who  is  sub- 
stantially controlled  by  such  person  (as 
determined  by  the  Secretary  of  Energy),  the 
President  may  not  award  any  contract  for  the 
purchase  or  commitment  lo  piuxliase  of 
more  than  75,000  barrels  per  day  crude  oil 
equivalent  of  synthetic  fuel  luiless  the  Presi- 
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dent  submits  to  the  Congress  notificatioa  <tf 
such  proposed  cODtract  or  eonwiritment  in 
the  manner  specified  under  section  307  and 
such  prc^osed  action  is  either  ^iproved  or 
not  disapproved  by  the  Congress  under  such 
section.  For  purposes  of  section  307,  any 
proposal  pertaining  to  such  a  proposed  con- 
tract or  commitment,  notice  o£  which  it 
transmitted  to  tbe  Congress  under  this  sub- 
paragr^ih,  shall  be  considered  to  be  a  qrn- 
tbetic  fuel  action. 

(B)  A  contract  for  the  purchase 
of  or  commitment  to  purduse  synthetic  fuel 
may  be  entered  into  oaiy  for  synthetic  fiiel 
wfaidi  is  produced  in  a  synthetic  fuel  project 
which  is  located  in  the  United  States. 

(C)  Each  contract  entered  into 
under  this  section  for  the  purchase  of  or 
commitment  to  purchase  synthetic  fuel  shall 
provide  thai  all  parties  to  such  contract  agree 
to  review  and  to  possibly  re-negotiate  such 
contract  within  10  years  after  the  date  of  tbe 
initial  production  ai  the  synthetic  fuel 
project  involved.  At  the  time  of  such  review, 
the  President  shall  determine  the  need  for 
continued  Gnandal  assistance  pursuant  to 


(5)  In  ai^  case  in  which  the  Presi- 
dent, under  the  provisions  of  this  section, 
accepts  delivery  of  any  synthetic  fuel,  such 
synthetic  fuel  m^  be  used  by  an  appropriate 
Federal  agency.  Such  Federal  agency  shall 
p^  for  such  synthetic  fuel  the  prevailing 
market  price  for  tbe  product  whidi  such  qrn- 
tbedc  fuel  is  replacing,  as  determined  by  the 
Secretary  of  Energy,  from  sums  ap- 
propriated to  such  Federal  ^ency  for  the 
purchase  of  fuel,  and  the  President  shall  pay, 


from  sums  appropriated  for  such  purpose 
pursuant  to  tlie  authorizations  contained  in 
sections  7n(a)(2)  and  711(a)(3).  an  amount 
equal  to  the  amount  by  whidi  the  contract 
price  for  such  synthetic  fuel  as  specified  in 
tbe  contract  Involved  exceeds  such  prevail- 
ing market  price. 

(ti)  In  considering  any  proposed 
contract  under  this  section,  the  President 
shall  take  into  account  tbe  socioeconomic 
in^acis  on  communities  which  would  be  af- 
feoed  by  any  new  or  expanded  facilities  re- 
quired for  tiie  production  of  the  synthetic 
^1  under  such  contract 

(e)  71m  procurement  power  granted  to 
the  President  under  this  section  shall  include 
the  power  to  transport  and  store  and  have 
processed  and  refined  any  product  procured 
under  this  sectioiL 

(f)(1)  No  authority  contained  in  this 
section  may  be  exercised  to  acquire  any 
amount  of  synthetic  fuel  unless  the  President 
deiemiinesthai  such  syntbetic  fuel  is  needed 
to  meet  "iw'""''  defense  needs  and  that  it  is 
not  anticipated  that  such  synthetic  fuel  will 
be  resold  by  the  Government, 

(2)  In  any  case  in  which  synthetic 
fuel  is  acquired  t^  the  Government  under 
this  section,  such  synthetic  fuel  is  no  longer 
needed  to  meet  national  defense  needs,  and 
such  synthetic  fuel  is  not  accepted  1^  a 
Federal  agency  pursuant  to  subsection 
(dX5),  the  President  shall  offer  such  syn- 
tbetic biel  to  the  Secretary  of  Energy  for 
purposes  of  meeting  the  storage  require- 
ments of  the  Strategic  Petroleum  Reserve. 
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(3)  Ai^  ^ntbetic  fiid  which  is  ac- 
quired by  tbe  Govnnment  under  thii  section 
nd  ii4iich  f>  not  uied  by  Ae  Covennnent  or 
accepted  by  die  Secretaiy  of  Energy  pni^ 
want  (o  paragn^h  (2)  shall  be  sdd  in  ac- 
cordance with  appli^ile  Federal  law. 

(g)(1)  Any  contract  under  this  section 
iiwftnti'^g  any  amendment  or  other  modifica- 
tion of  such  contract,  shall,  subject  to  the 
availability  of  unencumbered  appropria- 
tions in  advance,  spedfy  in  dollars  tlie  maxi- 
mum [lability  of  the  Federal  Government 
under  such  contract  as  determined  in  ac- 
cordance with  paragraph  (2). 

(2)  For  the  purpose  of  determimiq 


under  paragraph  (1)— 


(B)  guarantees  shall  be  valued  at 
the  initial  face  value  of  such  guarantee  (in- 
cluding any  amount  of  interest  which  is 
guaranteed  under  such  guarantee); 

(C)  purchase  ^eemenis  shall 
be  valued  as  of  the  date  of  each  such  contract 
based  upon  the  President's  estimate  of  die 
maxinnim  liability  under  such  contract;  and 

(D)  ai^  increase  in  the  liability  of 
the  Government  pursuant  to  any  amend- 
ment or  other  modification  to  a  contract  for 
a  loan,  guarantee,  or  purchase  agreemem 
shall  be  valued  in  accordance  with  the  s^p- 
plicable  preceding  subparagraph. 


(3)  If  more  than  <»ie  fism  of  aHb- 
tance  is  fnwided  under  this  section  to  119 
tyntbdic  Ibel  pnifect,  diea  the  ""t™™ 
liability  under  udi  contract  Hot  purpoM)  of 
paragnphs  (1)  and  (2)  ilall  be  nlued  «  Oe 
maximtun  potential  expoanre  on  ndi 
project  at  any  time  during  the  Hfls  dwadi 
pntjecL 

(4)  Any  sudi  contract  sfaall  be  ac- 
companied by  a  certification  by  the  Director 
of  the  OffioB  of  Management  and  Budget 
that  the  necessaiy  appropiiatioai  have  been 
made  for  the  purpose  <k  sudi  comract  and 
are  available.  The  retnaiidng  available  and 
unencumbered  appropriationt  shall  etpil 
the  total  aggregate  qipropriatioiia  onder  an 
contracts  pursuant  to  thii  sectioiL 

(5)  Any  commitment  made  imder 
this  section  whidi  is  nulllSed  or  voided  for 
ai^  reason  shall  not  be  considered  in  the 
aggregate  mawmum  liability  for  the  pur- 
poses of  paragraph  (4). 

(h)  For  purposes  of  sectton  102(2KC) 
of  the  National  EnviromnenlalPoli^  Act  of 
1969  (42  U.S.C  4332(2)(Q),  no  action  la 
providing  any  loan,  guarantee,  or  purdiaie 
agreement  under  this  section  shall  be 
deemed  to  be  a  major  Federal  action  sig- 
nificantly affecting  the  quali^  of  the  human 


(i)  All  laborers  and  mechanics 
employed  for  the  construction,  repair,  or  al- 
teration of  aiqr  qrnthetic  fuel  project  fuadecL 
in  whole  or  in  part,  by  a  guaiantee  or  loaa 
entered  into  pursuant  to  this  section  shall  be 
paid  wages  at  rates  not  less  than  those 
prevailing  cm  projects  of  a  similar  character 
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in  tbe  locally  u  detenniDed  by  the  Secretaiy 
of  Libor  in  acconUnoe  with  ibe  Act  entitled 
'An  Act  relating  to  tbe  rate  of  wages  for 
Ubnen  and  mechanics  enqrioyed  on  piMc 
binldinss  ot  tbe  United  States  and  the  Dis- 
tna  (tf  Cohunbia  by  contracton  and  sub- 
n,  and  foi  other  pnrpoiei', 
ilaidi  3, 1931  (40  U^C  Z76*  et 
seq.)  and  cranmonly  known  as  tbe  Davis- 
Bacon  AcL  Guaranteeing  agencies  shall  not 
extend  guarantees  and  the  President  shall 
not  make  loans  for  tbe  eonsmiction,  repair 
or  alteration  of  any  synthetic  fuel  project 
unless  a  may  be,  prior  to  the  commencemeni 
of  constraction  or  at  the  time  already  com- 
menced, that  these  labor  standards  will  be 
maintained  at  the  synthetic  fuel  project 
With  respect  to  the  labor  standards  specified 
in  this  subsection,  the  Seoetaiy  of  Labor 
shall  have  the  authority  and  ftinctions  set 
forth  in  Reorganization  Plan  Numbered  14 
of  1950  and  section  276(c)  of  tide  40. 

(j)(  1)  Nothing  in  this  section  shall— 

(A)  affect  the  jurisdiction  of  the 
Statei  and  the  United  States  over  waten  of 
any  stream  or  over  any  ground  water 
resource; 

(B)  alter,  amend,  repeal,  inter- 
pret, modify,  or  be  in  conflict  with  any  inter- 
state compaa  made  by  any  States;  or 

(C)  confer  upon  ai^  non-Federal 
entity  the  abili^  to  exercise  any  Federal  ri^ 
to  the  waten  of  aiQ' stream  or  to  aiqi  ground 


section  shall  be  considered  to  be  a  Federal 
project  for  purposes  of  the  qiplication  for  or 
II  of  water  rights. 


(kXl)  Sidtject  to  paragr^h  (2),  the 
ambwi?  of  tbe  President  to  enter  into  any 


(2)  No  synthetic  fuel  project  oon- 
smicied  puisuani  to  the  authorities  of  this 


tion  shall  cease  to  be  e&ctive  on  tbe  date  on 
which  the  President  determines  that  the 
United  States  Synthetic  Fuels  Corporation  is 
established  and  fiiUy  operational  consistent 
with  the  provisions  of  the  United  Stales  Syn- 
thetic Ftels  Corporation  Act  of  1980.   . 

(2)  Contracts  entered  into  under 
tins  section  before  the  date  q)edfied  in  para- 
graph (1)  may  be  renewed  and  extended  by 
the  Pr^dem  after  tbe  date  specified  in  para- 
graph (1)  but  only  to  the  extent  that  Congress 
has  specifically  appropriated  funds  for  sucb 
renewals  and  extensions. 

Sm.  306.  (a)(1)  At  any  time  after  the  date 
of  the  enactment  of  this  section,  the  Presi- 
dent may.  subject  Co  paragraph  (2),  invoke 
the  authorities  provided  imder  this  section 
upon  making  all  tbe  following  deteimina- 
tions  and  transmitting  a  report  to  the  Con- 
gress regarding  such  determinations: 

(A)  a  national  energy  supply 
shortage  has  resulted  or  is  likely  to  result  in 
a  shortfall  of  petroleum  supplies  in  tbe 
United  States,  and  such  shortage  is  expected 
to  persist  for  a  period  of  time  sufficient  to 
seriously  threaten  the  adequacy  of  defense 
fuel  supplies  essential  to  direct  defense  and 
direct  defense  industrial  base  programs; 

(B)  tbe  continued  adequacy  of 
such  supplies  caimot  be  assured  and  requires 
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expedited  production  synttaetic  fuel  to  pro- 
vide such  defenie  bid  supplies; 

(C}  tbe  eqiedited  productioii  of 
gymbetic  Coel  to  provide  tudi  defense  sup- 
pUet  win  not  be  aceoa^liihed  in  s  timely 
nnmier  by  the  United  Staiet  Synthetic  Fuels 

(D)  the  exercise  of  the 
authorities  provided  under  subsectkio  (e)  is 
necessaiy  to  provide  for  the  expedited 
production  of  synthetic  fuel  to  provide  such 
defense  fiiel  supplies. 

(2)(  A)  Any  transmittal  under  para- 
giqih  (1)  shall  coDtsin  a  detennination  by 
the  President  regarding  the  extent  of  the 
anticipated  shortage  of  petroleum  supplies. 
If  the  President  deierminej  that  such 
shortage  is  greater  than  25  percent,  the 
authorities  invoked  by  the  President  under 
this  section  shall  be  effective  on  the  date  on 
which  the  report  required  under  paragraph 
(1)  is  transmitted  to  the  Congress. 

(B)  If  the  President  detennines 
that  such  shortage  is  less  than  ZS  percent,  the 
transmittal  under  paragraph  (1)  shall  be 
made  in  accordance  with  section  307  and  the 
authorities  under  this  section  shall  be  effec- 
tive only  as  provided  under  such  sectioiL  For 
purposes  of  section  307,  any  detennination 
to  invoke  authorities  imder  this  section, 
notice  of  which  is  transmitted  to  the  Con- 
gress under  this  subsection,  shall  be  con- 
sidered to  be  a  synthetic  tiiel  action. 

(3)  No  court  shall  have  the  authority 
to  review  any  detenxiination  made  by  the 
Presidem  under  this  subsection. 


(bXlKA)  Subject  to 
of  lubMCtion  <«),  in  order  to  encourage  and 
ei^edite  the  devdopment  of  ^mhetic  fbel 
for  use  for  national  defense  purposes,  the 
PnaiiJenc  utiKziiig  the  pTOvisioiis  of  this  Act 
(other  than  lecdom  101(a),  101(b),  301, 302, 
303,  and  305),  and  any  other  applicable 
provision  <rfljw,  '^^^^  ffc*  immediate  action 
to  adnevc  production  of  synthetic  fiiel  to 


(B)  The  President  shaU  exercise 
the  authority  granted  by  ttiis  section— 

(i)  in  consultation  with  the 
Secretary  of  Energy;  and 

(ii)  through  the  Department 
of  Defense  and  aiiy  other  Federal  depart- 
ment or  agency  designated  by  the  President. 

(2)  This  section  shall  not  aSect  the 

authority  of  the  United  States  Synthetic 
Fuels  Corporation. 

(c)(lXA)  To  assist  in  carrying  out  the 
objectives  of  this  section,  ibe  President,  sub- 
ject to  subsections  (d)  and  (e),  shall- 

(i)  contract  for  purchases  of  or 
commitments  to  purchase  synthetic  fuel  for 
Govenmient  use  for  defense  needs; 

(ii)  subject  to  paragr^h  (4), 
issue  guarantees  in  accordance  with  the 
provisions  of  section  301,  except  that  the 
provisions  of  section  301(eXl)(B)  shall  not 
apply  witb  reelect  to  such  guaramees:  (iii) 
subject  to  paragraph  (4),  make  loans  in  ac- 
cordance with  the  provisions  of  section  302, 
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ctkn  302(2) 

(iv)  fawn  Ike  Ntboritjr  to  re- 
quire ftid  tuppUen  to  provide  qnthetic  fiiel 
k  wtf  ewe  ia  wivdi  the  Prewdenl  daeat  it 


(2XA)  Tlie  GovemmcDt,  Kting 


tiiwal  defense  needi  of  Ae  Untied  StMn. 
Nothing  in  this  pengnph  shall  be  iniended 
to  provide  auibority  for  tbe  President  to  re- 
quire fiiel  nipplieis  to  produce  synthetic  fuel 
if  such  supplien  are  not  already  produdng 
synthetic  fuel  or  do  not  intend  to  produce 
synthetic  fuel; 

(v)  have  the  authority  to  in- 
stall additionai  equipment,  Utilities,  proces- 
ses, or  improvements  to  plants,  factories,  and 
other  industrial  facilities  owned  by  the 
Government,  and  to  install  Government- 
owned  equipment  in  plants,  factoties,  and 
other  industrial  fadlides  owned  by  private 
persons;  and 

(vi)  have  the  authority  to  im- 
dertake  Govenunent  synthetic  fuel  projects 
in  accordance  with  the  provisions  of  para- 
paph  (2). 

(B)(i)  Except  as  provided  in 
clause  (ii),  assistance  authorized  under  this 
subsection  may  be  provided  only  to  persons 
who  are  participating  in  a  synthetic  6je1 
project. 

(ii)  For  purposes  of  fabrica- 
tion or  manufacture  of  any  conqxment  of  a 
synthetic  f\x\  project,  assistance  authorized 
under  paragraph  or  mamibcturer  of  such 

component. 


OOTcrament  synthetic  bel  projects,  htwetj 
case  ia  which  the  Government  owns  a 
Govcrament  lyatbetic  fuel  project,  Ae 
Gorerameu  ihaO  cmitract  for  the  constnic- 
tioa  aad  operalios  of  sudi  imqect 

(B)Tlie  authority  of  dw  Govern- 
ment punoaiit  to  subparagraph  (A)  to  own 
and  contract  for  the  constnictian  and  opera- 
tion of  any  Government  synthetic  fuel 
project  shall  include,  among  other  thin^  the 
authority  to— 

(i)  subject  to  subparagraph 
(C),  take  delivery  of  synthetic  fiiel  from  such 
project;  and 

(ii)  iranspon  and  store  and 
have  processed  and  refined  such  synthetic 
fuel. 

(C)  Any  synthetic  fuel  which  the 
Government  takes  delivery  of  from  a 
Govenmient  synthetic  fuel  projea  shall  be 
diqiosed  of  in  accordance  with  subsection 
(g>- 

(D)  To  the  maximum  extent 
feasible,  the  President  shall  utilize  the 
private  sector  for  die  activities  associated 
with  this  paragraph. 

(3)(A)  Except  as  provided  in  sub- 
paragraph (B),  any  contract  for  the  construc- 
tion or  operation  of  a  Government  synthetic 
fuel  project  shall  be  made  by  solicitation  of 
sealed  competitive  bids. 
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(B)  bi  n?  CMC  in  which  no  sudi 
Ucb  ne  (nbmitted  to  tba  Preddem  or  the 
Roidem  detenmnei  tint  DO  sidi  tnch  h«t« 
been  mbmitted  wliich  are  acceptable  to  the 
President,  Aa  President  m^  negotiate  coa- 
tncti  for  sidi  Gomtmction  and  operation. 


the  authori^  under  paragrapti(l)  to  proride 
any  loan  or  guarantee  in  aocotdance  with  tlK 
providom  of  secthx  301  <x  sectloD  302  in 
amounts  which  oceed  the  limitations  eital>- 
[isbed  in  such  seciioiu  unless  the  President 
submits  to  the  Congress  notification  of  the 
proposed  loan  or  guarantee  in  the  manner 
specified  under  section  307  and  such 
proposed  action  is  either  qiproved  or  not 
disapproved  bjr  the  Congress  under  sudi  sec- 
tion. For  purposes  of  section  307,  any 
proposal  pertaining  to  a  proposed  loan  or 
guarantee,  notice  of  whidi  is  transmitted  to 
tbe  Congress  under  this  paragraph,  shall  be 
considered  to  be  a  synthetic  fiwl  action. 

(5)  Before  the  President  may  utilize 
arof  qwdfie  authority  described  under  para- 
paph  (1),  tbe  President  shall  transmit  to  the 
Cragress  a  statement  containing  a  certifica- 
tion that  the  determinations  made  by  the 
President  in  the  transmittal  to  the  Congre^ 
under  subsection  (a)(1)  are  still  valid  at  the 
time  of  the  transmittal  of  such  certifieaiian. 

(6)(A)  No  authority  contained  in 
paragraphs(l)(A)(i)through(lKAKiv)may 
be  utilized  by  tbe  President  unless  the  use  of 
Slid)  autbori^  has  been  authorized  by  the 
Congress  in  an  Act  hereinafter  enacted  by 


(B)  The  President  may  not  utUze 
irparv«ph{lXAX»)or 

(IXAXvi)  unless  tbe  proposed 
exercife  (rfanthotiqr  has  been  qwdfically 
authotned  en  a  pn^ect-^qp-prtqect  boaa  in 
an  Act  neruuncT  enacted  by  nw  Congress 
and  fundi  have  been  ipeeiflcall]'  ap- 
propriatcd  by  the  Comrew  for  pgipoaea  rf 
eicrdaiiu  sudt  utbori^. 

(dXl)  Sabject  to  pangtqib  (2),  pur- 
diases  and  commitments  to  purdiase  under 
subsection  (c)  may  be  made— 

(A)  without  regard  to  the  limita* 
tions  of  eusting  law  (other  than  those  limita- 
tions contained  in  this  Act)  rqarding  tbe 
procurement  of  goods  or  senices  by  tbe 
Government;  and 

(B)  subject  to  section  717(a),  tbr 
sudi  quantities,  on  sucb  terms  and  condi- 
tions (induding  advance  paynwnts  subject  to 
paragraph  (3)),  and  for  such  periods  as  the 
President  deems  necessary. 

(2)  Purchases  or  conmntments  to 

purchase  under  subsection  (c)  involving 
higher  than  established  ceiling  prices  (or  If 
there  are  no  established  ceiling  prices,  cur- 
rently prevailing  maricet  prices  as  deter- 
mined by  the  Secretaiy  of  Energy)  shall  not 
be  made  imless  it  is  detennlned  that  supplies 
of  synthetic  fuel  could  not  be  effectively  in- 
creased at  lower  prices  or  on  tenns  more 
bvorable  to  the  Government,  or  ihat  sudi 
conunitmentt  or  (nirdiases  are  necessary  to 
assure  the  availabili^  to  tbe  United  States  of 
supplies  overseas  for  use  for  natjonal 
defense  purposes. 
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(3)  Advance  payments  may  not  be 
made  under  thii  section  milen  constnictioQ 
has  begun  on  tbe  synibetic  fuel  project  in- 
volved or  the  Presidem  determines  that  all 
conditions  precedent  to  constructioii  have 
been  met 

(eX  1)  Except  as  provided  in  paragraph 
(2),  any  purdtase  or  commitment  to  pur- 
ciuse  synthetic  Fuel  under  subsection  (c) 
shall  be  made  by  solidtation  of  sealed  com- 
petitive bids. 

(2)  In  any  case  in  which  no  such  bids 
are  submitted  to  the  President  or  the  Presi- 
dent determines  that  no  such  bids  which 
have  been  submitted  to  the  President  are 
acceptable,  the  President  m^  negotiate  con- 
tracts for  such  purchases  and  commitments 
to  purchase. 

(3)  Any  contraa  for  such  purchases 
or  commitments  to  purchase  shall  provide 
tbat  the  President  has  the  right  to  refuse 
delivery  of  the  synthetic  fuel  involved  and  to 
pay  the  person  involved  an  amount  equal  to 
the  amount  by  whi^  the  price  for  such  syn- 
Ibeiic  fuel,  as  specified  in  the  contraa  in* 
volved,  exceeds  the  market  price,  as 
determined  by  the  Secretary  of  Energy,  for 
such  synthetic  fuel  on  the  delivery  date 
specified  in  such  contract. 

(4)(A)  With  respect  to  ai^  person, 
including  aiQ'  other  person  who  is  substan- 
tially controUed  by  such  person  {as  deter- 
mined by  the  Secretary  of  Energy),  the 
President,  subject  to  subparagraph  (B),  may 
not  award  contracts  for  the  purchase  of  or 
commitment  to  purchase  more  dtan  100,000 


(B)  With  respect  to  any  person, 
induding  any  other  person  who  is  substan- 
tially controlled  by  such  person  (as  deter- 
mined by  the  Secretary  of  Energy),  the 
President  m^  not  award  any  contract  for  tbe 
purchase  of  or  commitment  to  purchase 
more  Chan  75,000  barrels  per  day  crude  oil 
equivalem  of  syntbetic  fuel  miless  the  Presi- 
dent submits  to  the  Congress  notification  of 
such  proposed  contract  or  commitment  in 
the  manner  specified  under  section  307  and 
such  proposed  actioa  is  either  approved  or 
not  disq>proved  by  die  Congress  under  such 
sectiotL  For  purposes  of  section  307,  any 
prcqiosal  pertaining  to  such  a  proposed  con- 
tract or  commitment,  notice  of  which  is 
transmitted  to  tbe  Congress  under  this  sub- 
par^raph,  shall  be  considered  to  be  a  syn- 
thetic fuel  action. 

(5)  A  contraa  for  the  purchase  of  or 
commitment  to  purchase  synthetic  fuel  may 
be  entered  into  only  for  synthetic  fuel  which 
is  produced  in  an  synthetic  (iiel  projea  which 
is  located  in  tbe  United  States. 

(6)  Each  contract  entered  into 
under  this  section  for  tbe  purchase  of  or 
commitment  to  purchase  synthetic  fuel  shall 
provide  that  all  parties  to  such  contract  agree 
to  review  and  to  possible  renegotiate  such 
contraa  within  10  years  after  the  date  of  the 
initial  production  at  the  syntbetic  fuel 
projea  involved.  At  the  time  of  such  review, 
Che  President  shaU  determine  die  need  for 
continued  financial  assistance  pursuant  to 
such  contract. 
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(7)  In  any  mm  in  wbidi  tbe  Presi- 
dent. ufvleT  the  pioviiiaDS  of  this  sectioa, 
accepti  ddiveiy  of  ai^  tynthetic  fiiel,  such 
^ntbetic  fiiel  m^F  be  used  by  an  appropriate 
Federal  agency.  Sncfa  Federal  ^eu^  shall 
pqr  tor  mdi  sptbetk  tiiel  tbe  prevaOing 
miricet  price  for  tbe  product  irincfa  sndi  syn- 
thetic fiiel  ii  repladng,  at  deteimiiied  by  the 
Secretary  of  Energy,  from  sums  ap- 
propriated to  such  Federal  agency  for  the 
purchase  offueL  and  the  President  shall  pay 
from  nuns  ^tpropriated  for  such  purpose,  an 
amount  equal  to  the  amount  by  which  the 
contract  price  for  such  synthetic  fuel  as 
speci&ed  in  the  contract  im'olved  exceeds 
nich  prevailing  market  price. 

(8)  b  considering  any  proposed 
contract  under  this  section,  tbe  President 
shall  take  into  account  ilie  socioecooomic 
impacts  on  communities  which  would  be  af- 
fected by  any  new  or  expanded  facilities  re- 
quired for  the  production  of  the  synthetic 
hiel  under  such  contract 

(f)  The  procurement  posver  granted  to 
tbe  Presidem  under  this  section  shall  indude 
the  power  to  transport  aitd  store  and  bave 
processed  and  refined  any  product  procured 
under  ibis  section. 

(s)(l)  ^o  authority  contained  in  this 
section  may  be  exercised  to  acquire  any 
amount  of  synthetic  fuel  unless  the  President 
determines  that  such  synthetic  fuel  is  needed 
to  meet  national  defense  needs  and  that  it  is 
not  anticipated  that  sucb  synthetic  fuel  will 
be  resold  by  tbe  Government. 

(2)  In  any  case  in  which  synthetic 
fuel  is  acquired  t^  the  Government  under 


this  section,  such  synthetic  fuel  is  no  longer 
needed  to  meet  nadonal  defense  needs,  md 
such  synthetic  fuel  is  not  accepted  by  a 
Federal  agency  pursuant  to  subsection 
(e)(7),  tbe  President  shall  offer  such  syn- 
thetic fiiel  to  tbe  Secretaiy  of  Energy  fbr 
purposes  of  meeting  the  storage  reqoire- 
mena  of  die  Stiatepc  Petroleum  ReSOTB. 

(3)  Atqr  synthetic  Cat\  which  is  ac- 
quired by  the  Government  under  this  section 
and  which  is  not  used  by  the  Govemmem  w 
accepted  by  the  Secretary  of  Energy  pur- 
suant to  paragraph  (2),  shall  he  sold  in  ac- 
cordance with  applicable  Federal  law. 

(hX  1 )  Any  contract  under  this  section, 
including  any  amendment  or  other  modifica- 
tion of  sudi  contract,  shall,  subject  to  the 
availability  of  unencumbered  appropria- 
tions in  advance,  specify  in  dollars  the  man- 
mum  liability  of  the  Federal  Govenunent 
imder  such  contract  as  determined  in  ac- 
cordance with  paragraph  (2). 

(2)  For  the  purpose  of  detersuning 
tbe  tnaxtmum  liability  under  any  o 
under  paragraph  (1)- 


(B)  guarantees  shall  be  valued  at 
the  initial  face  value  of  such  guarantee  (in- 
cluding any  amount  of  interest  which  is 
guaranteed  under  such  guarantee); 

(C)  pnrdiase  agreements  sluU 
be  vahied  as  of  the  date  of  each  sudi  contraa 
based  upon  the  President's  estimate  of  the 
maximum  liability  under  sudi  contract; 
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(E)  Govenunent  syntlKtic  fuel 
projects  punuam  to  subsection  (cXlX'^*') 
shall  be  vahied  U  Ae  anrent  enimited  COM 
to  tbe  Goventment,  as  detenmned  umiully 


(F)  B17  increase  in  the  liabOi^ 
of  the  Govemmeot  punuant  to  aiq' ameiid- 
ment  or  other  nxxiificuion  to  a  contract  for 
a  loan,  guarantee,  purdiase  agreement,  cod- 
tract  for  activities  under  subsection 
(cXl)(AXv),  or  Gowemmeni  synthetic  fuel 
project  punuant  to  subsection  (c)(lXA)(vi) 
shall  be  valued  in  accordance  with  the  ap- 
plicable preceding  subpar^tapb. 

(3)  If  more  than  one  fonn  of  assis- 
tance is  provided  under  tbis  sectiDn  to  any 
synthetic  ^el  project  then  the  maximum 
liability  under  such  contract  for  purposes  of 
paragraphs  (1)  and  (2)  shall  be  nlued  at  tbe 
maximum  potential  exposure  on  sucb 
project  at  any  lime  during  tbe  life  of  sudi 

(4)  Any  such  contract  shall  be  ac- 
companied by  a  certificatioD  by  the  Director 
of  the  OfSce  of  Management  and  Budget 
that  the  necessary  appropriations  have  been 
made  for  tbe  purpose  of  such  contract  and 
are  available.  The  remaining  available  and 
unencumbered  appropriations  shall  equal 
the  total  aggregate  appropriations  less  the 
aggregate  maximum  liability  irf  the  Federal 
Govenmient  under  all  c 


(S)  Any  commitment  made  under 
tbii  secdoD  wbich  is  minified  or  voided  for 
ai^  reason  shall  not  be  considered  in  tbe 
aggregate  maainnim  liability  for  tbe  pur* 
poses  of  paragraph  (4). 

<i)  For  purposes  of  sectioD  1Q2(2XQ 
of  the  National  Enwitonmemal  Priicy  Act  (rf 
1969  (429^.C  4332(2)(C).  no  action  in 
providing  Bny  loan,  guarantee,  or  purchase 
agreetnent  under  this  section,  shall  be 
deemed  to  be  a  major  Federal  action  sig- 
nificant^ afEecdng  the  quality  of  the  human 


(j)  All  laborers  and  mechanics 
employed  for  the  construction,  repair,  or  al- 
teration of  anf  synthetic  fuel  project  funded, 
in  whole  or  in  pari,  by  a  giurantee  or  loan 
entered  into  pursuant  to  tliis  secdon  shall  be 
paid  wages  at  rates  not  less  that  those 
prevailing  on  projects  of  a  similar  character 
in  tbe  locality  as  determined  by  tbe  Secretary 
ofLaborin  accordance  with  the  Act  entitled 
'An  Act  relating  lo  the  rate  of  wages  for 
laborers  and  mechanics  en^loyed  on  public 
buildings  of  the  United  States  and  the  EMs- 
trict  of  Columbia  by  contractors  and  sub- 
contractors and  for  other  purposes, 
approved  March  3, 1931  {40  U.S.C  276a  et 
seq.)  and  commonly  Icnown  as  the  Davis- 
Bacon  Act  Guaranteemg  agencies  shall  not 
extend  guarantees  and  the  President  shall 
not  make  loans  for  the  construction,  repair 
or  alteration  of  any  synthetic  fuel  project 
unless  a  certification  is  provided  to  the  agen- 
T  tbe  President,  as  the  case  may  be,  prior 


a  tbe 


tbe  time  of  fling  an  ^iplication  for  a  loan  or 
guarantee,  if  construction  bas  already  com- 
menced, that  these  labor  standards  will  be 
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mainuioed  U  tbe  lynthetic  (ud  prajecL 
Wth  feqwct  10  tbe  labor  mnitardi  q>edfied 
in  tUi  wbicction,  tbe  Sccrctsiy  of  Labor 
ibal!  bave  Aa  autboriqp  and  bmcdoni  let 
faith  in  Reorganizatioa  Plan  Numbered  14 
(rf  1990  and  tectkm  276(c)  <rf  ihk  40. 

(kXl)Nolhbigintbiiie 

(A)  afiea  tbe  jurisdiction  of  the 
States  and  tbe  United  Staiei  over  waten  of 
any  itream  or  over  any  ground  water 
reaotirce; 

(B)  alter,  amend,  repeal,  inter- 
pret, modify,  or  be  in  ctnflict  with  any  inter- 
state compact  made  t^  aiqr  States;  or 

(C)  confer  iqion  aiQ'  non-Federal 
entity  tbe  ability  to  exercise  any  Federal  rigbt 
to  the  waten  (rf  aiqr  stream  or  to  aiQ' groimd 
water  resource. 

(2)  No  ^nihetic  fuel  project  con- 
structed pursuant  to  the  autbotities  of  this 
section  shall  be  considered  to  be  a  Federal 
pn^ect  for  purposes  of  tbe  ^plication  for  or 
at  of  water  rights. 


(I)  Renewals  and  eittensions  of  con- 
tracts entered  into  under  this  section  shall  be 
made  only  to  tbe  extent  that  Congress  has 
speci&cally  appropriated  funds  for  such 
renewals  and  extensions,  unless  the  Presi- 
dent certifies  tbat  tbe  determinationa  under 
secdon  306(a)(1)  remain  in  efiect  for  pur- 
poses of  the  use  of  such  autboiity. 

Sec.  347.  (a)  For  purposes  of  this  section, 
tbe  lenn  'synthetic  fuel  acdoo'  means  ai^ 
matter  required  to  be  transmitted,  or  sub- 


(b)  Tbe  President  shall  transmit  aig> 
synthetic  fiiel  action  (bearing  and  identifica- 
don  nnober)  to  both  Houses  of  the  Congrew 
m  the  aams  dqr.  If  both  HouiM  are  not  in 
1  <Ni  tiM  iMjf  on  wiiicii  w^f  lyptiiwiic 
fuel  actiOD  is  receivBd  bf  the  appropriaii 
otOcen  <rf  eadi  ffonse,  such  ^lUbetic  fuel 
action  shall  be  deemed  to  have  been 
received  on  tbe  first  lucceediiig  day  oo  wblcfa 
both  Houses  are  in  sessioiL 

(cXl)  Except  as  provided  in  paragi^b 
(2)  and  in  sobsectioo  (e),  if  a  synthetic  faa 
action  is  transmitted  to  both  HiNises  of  Ctm- 
giess.  such  ^ntbetlc  bel  acdoo  shall  take 
efiect  at  tbe  end  of  the  fint  period  of  30 
calendar  days  of  continuous  session  of  the 
Congress  after  the  date  on  <iriikb  such  syn- 
tbedc  fiiel  action  is  received  by  such  Houses, 
unless  between  the  date  on  whidi  sudi  syn- 
tbetic  fiiel  action  is  received  and  tbe  end  of 
sucb  30  calendar  day  periods  either  House 
passes  a  resohition  stating  in  substance  tbat 
sud)  House  does  not  bvOT  such  action. 


(2)  Asyntbeticfuel  at 
in  paragraph  (1)  m^  take  effect  ptior  to  tbe 
expiration  of  the  30-caleiidar-d^  period 
after  tbe  date  on  which  sucb  action  is 
received,  if  each  House  of  Congress  ap- 
proves a  resolution  affirmatively  stating  in 
substance  tbat  sucb  House  does  not  object  to 
such  synthetic  fuel  action.  Except  as 
provided  in  subsection  (e),  in  ai^  sudi  case, 
such  synthetic  ftiel  action  shall  take  efCeet  on 
the  date  on  whidi  s 
proved. 
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(d)  For  puiposM  of  nibtectioii  (c)- 

(1)  contiiniity  of  sessioD  ii  broken 
only  by  an  adjourmsent  of  the  CoogFcss  sine 
die;  and 

(2)  the  days  on  w4iidi  eitlier  House 


of  more  than  3  d^  to  a  day  certain  are 
ocduded  in  the  computation  of  tbe  30-calen- 
dar-day  period. 

(e)  Under  provisioos  contained  in  a 
synthetic  bel  actioo,  any  provision  of  such 
synthetic  fuel  action  may  take  effect  on  a 
date  later  than  tbe  date  on  wUcfa  such  syn- 
thetic fiiel  action  othenrise  would  take  ef- 
fect, if  such  action  is  not  disapproved, 
pursuant  to  the  provisions  of  this  section. 

(f)  This  section  enacted  by  the  Con- 


(1)  as  3D  oterdse  of  the  rulemaking 
power  of  the  Senate  and  the  House  of  Rep- 
Tesentaiives,  respectively,  and  as  such  it  is 
deemed  a  part  of  the  rules  of  each  House, 
respectively,  but  a{^licable  only  with  respect 
to  the  procedure  to  be  followed  in  that 
House  in  the  case  of  resolutions  described  by 
subsectioD  (g)  of  this  section,  and  it  super- 
sedes other  rules  only  lo  the  extent  that  it  is 
It  with  such  rules;  and 


(2)  with  full  recognition  of  the  con- 
stitutional right  of  eitber  House  to  change 
the  lules  (so  far  as  they  reiate  to  the  proce- 
dure of  that  House)  at  any  time,  in  the  same 
manner  and  to  the  same  extent  as  in  the  case 
of  any  other  rule  of  the  House. 


(gKl)  For  purposes  of  subsection  (b), 
the  term  'rescriution''  means  a  resolution  of 
eitber  Houk  of  the  Congress  described  in 
ih  (2)  or  paiagrqth  (3). 


(2)  A  reiobition  the  matter  after  the 
reioMng  dtuse  of  wUdi  it  at  fbUows:  lliat 
the  does  sot  objea  to  tbe  synthetic 
fiiel  action  numbered  received  by  the  Con- 
gress on  19  '.the  first  blank  space 
therein  being  filled  with  the  name  of  the 
resolving  House  and  the  other  blank  space 
being  approjwiaiely  filled.  Any  such  resolu- 
tion may  oiily  contain  a  reference  lo  one 
synthetic  fuel  action. 

(3)  A  resolution  the  matter  after  the 
resolving  clause  of  whidi  is  as  fbilows:  That 
the  does  not  {mtx  the  synthetic  fuel 
action  numbered  received  by  the  Congress 
on  ,  19  ',  the  first  blank  space  therein 
being  filled  with  the  name  of  the  resolving 
House  and  the  other  blank  spaces  therein 
being  ^>propnately  filled.  Any  such  resolu- 
tion may  only  contain  a  reference  to  one 
synthetic  fuel  actiotL 

(4)  A  resolution  once  introduced 
with  respect  to  a  synthetic  ftiel  action  shall 
immediately  be  referred  to  a  conunittee 
(and  all  resolutions  with  respect  to  the  same 
synthetic  fuel  action  shall  be  referred  to  the 
same  conunittee)  by  the  President  of  the 
Senate  or  the  Speaker  of  the  House  of  Rep- 
resentafivea,  as  the  case  may  be. 


(5XA)Ifthe« 
resolution  with  respect  to  a  synthetic  fuel 
action  bat  been  refeired  has  not  reported  it 
at  the  end  of  20  calendar  days  after  it  was 
received  by  the  House  involved,  it  shall  be  in 
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^•thecom- 
mittM  from  fimber  crauidentlon  of  any 
other  nwtntiaa  with  respect  to  nich  lyn- 
thetic  (bd  actioo  wtaiefa  hu  been  referred  to 


(B)  Debate  on  the  reKilntioii 
rercfred  to  insubptngnfHi  (A)  of  tbii  psn- 
gi^  ihefi  be  limited  to  not  more  than  3 
boon,  tAidi  shall  be  dtrided  eqnallr  be- 


(B)  A  motion  to  diidiaife  m^ 
be  made  01^  by  an  individual  Cnoring  the 
reaohitifm,  shall  be  high^' l^ivileged  (except 
that  it  m^  not  be  made  after  the  ammtittee 
has  reported  a  tesolutioD  with  respect  to  the 
same  synthetic  fuel  action),  and  debate 
tbereonshall  be  limited  to  not  more  than  one 
hour,  to  be  divided  equally  between  those 
favoring  and  tbose  opposing  the  resolution. 
An  amendment  to  the  motion  shall  not  be  in 
order,  and  it  shall  not  be  in  order  to  move  to 
reconsider  tbe  vote  by  whidi  the  motion  was 
agreed  tc 


(C)  If  the  motion  to  discharge  is 
agreed  lo  or  disagreed  to.  the  motion  may 
not  be  renewed,  nor  may  another  motion  to 
discharge  the  committee  be  made  with 
respect  to  any  other  resolution  with  tespect 
to  the  same  ^thetic  fuel  action. 


(6KA)  When  the  c 
reported  (or  has  been  discharged  from  fur- 
ther consideration  of)  aresolution,  it  shall  be 
at  any  time  thereafter  in  order  (even  though 
a  previous  motian  to  the  same  effect  has 
been  disagreed  to)  to  move  to  proceed  to  the 
consideration  of  the  resolutioiL  Hie  motion 
shall  be  highly  privileged  and  shall  not  be 
debatable.  An  amendment  to  the  motion 
shall  not  be  in  order,  and  it  shall  not  be  in 
order  to  move  to  reconsider  the  vote  by 
whidi  the  motitHi  was  greed  to  or  disagreed 


debtfeihan  not  be  debataUe.  An  ai 
tDStttOt  or  motiop  to  reoofnnilf,  me  roaoio- 
tion  shall  not  be  In  order,  and  it  ibaU  not  be 
in  order  to  move  to  reooaiideT  the  vote  by 
wMch  sndi  resohitifm  was  agreed  to  or  dis- 
agreed to.  except  that  it  shall  be  in  order— 

(i)  to  offer  an  amendment  in 
the  nature  <rf  a  substitute,  consisting  of  the 
text  of  the  reatriutlon  described  inpnagiqih 
(2)  with  reapect  to  a  synthetic  fuel  action,  for 
a  resolution  described  in  peragr^h  (3)  with 
respect  to  the  same  synthette  fuel  action;  or 


(ii)toofic 

the  nature  of  a  substimte,  consisting  of  the 
text  of  a  resolution  descnbed  in  paragr^h 
(3)  with  respect  to  a  synthetic  fuel  actitm,  for 
a  resolutiDn  described  in  paragraph  (2)  witb 
respect  to  the  same  sudi  synthetic  fuel  ac- 


(QTheai 


sndmc 


s  desoibed 


(i)  and  (ii)  of  subparagraph  (B) 
shall  not  be  amendable  and  shall  be 
debatable  under  the  S-minuIe  rule  in  tbe 
House  of  Representatives  by  the  offering  of 

pro  forma  amendments. 

("^(A)  Motions  to  postpone  made 
witb  reelect  to  the  disdiaige  from  commit- 
tee or  the  connderation  of  a  resohitioii  and 
motions  to  proceed  to  the  consideration  of 
the  other  business,  shall  be  decided  without 
debate. 
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(B)  Appeal!  fron  the  dadtioB  of 
th»  Otir  rriMJag  IQ  the  afflicMtion  of  tha 
nilM  at  dw  SmMc  or  Aa  Hamt  at  R^m- 

lentattweL  m  A*  cmc  may  be,  to  tbe  proce- 
dures relating  to  ■  resolutian  shall  be 


(I)  ^»  COM  and  the  tei^Bi- 
■c  ritks  raalce  extiactioD  aad 
a  heavy  oil  retource  u»- 
•ctMMBicil  under  qiplicAk  ptidng  and  tax 
policiet;aad 


(8)  Notwithitaadfitg  uj'  of  tbe 
K  of  thti  Mbsectioo,  if  a  Home  haa 
apprcwed  a  resolutioit  with  respect  to  B  syn- 
thetic fuel  actioa.  then  a  motiaii  to  recommit 
shall  not  be  in  order  nor  shall  it  be  in  order 
10  consider  in  that  House  any  other  resolu- 
tion with  respect  to  the  same  synthetic  fiiel 


Sec  3M.  (a)  For  purposes  of  this  Act,  the 
term  "Government  synthetic  fuel  project: 
means  a  synthetic  fuel  project  underOken  in 
accordance  with  the  provisions  of  section 
30iS(c). 

(b)(1)(A)  For  purposes  of  this  Act,  the 
tenn  'synthetic  fuel'  means  any  solid,  liquid, 
or  gas,  or  combination  thereof  which  can  be 
used  as  a  substimie  for  petrtrieum  or  natural 
gas  (or  any  derivatives  thereof  induding 
chemical  feed  stocks)  and  which  is  produced 
by  chemical  or  physical  transfonnation 
(other  than  washing,  coking,  or  desuifuriz- 
ing)  of  d 


(i)  coal,  including  lignile  and 


(iii)  tar  sands,  including  those 
heavy  <M  resources  wbereas- 


ODtbeoi 


itadriiksare 


coal,  aad  tar  sand  rcKMircts  (other  tlian 
heavy  wl)  qualifying  for  assistance  under 
section  305  or  section  306;  and 


hydrofen  only  throu^  electrolysis. 

(B)  Such  term  includes  mixtures 
of  coal  and  combusttlrie  liquids,  including 
petroleum. 

(C)  Such  term  does  not  include 
solids,  liquids,  or  gases,  or  combinations 
thereof,  derived  from  biomass,  which  in- 
cludes timber,  animal  and  timber  waste, 
municipal  and  industrial  waste,  sewage, 
sludge,  oceanic  and  terrestrial  plants,  and 
other  organic  matter. 

(2X  A)  For  purposes  of  this  Act.  the 
term  'synthetic  fuel  project'  means  any 
facility  using  an  integrated  process  or 
processes  at  a  specific  geographic  location  in 
the  United  States  for  the  purpose  of  com- 
mercial production  of  synthetic  fuel.  Tbe 
project  may  include  only— 

(i)  Che  &dli^,  including  the 
equipment,  plant,  machinery,  supplies,  and 
other  materials  associated  with  the  facility, 
wbidi  converts  tbe  domestic  re 
tbeticfael; 
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(ii)  the  land  and  mineral  rights 
required  diiealy  for  use  in  connection  witb 
the  bdlitles  for  tbe  production  of  synthetic 
fuels; 

(iii)  any  foeiliiy  or  equipment 
10  be  used  in  the  extraction  of  a  inmeral  for 
ute  directly  «id  exclusively  in  sudi  coover- 

{I)iiriiich- 

(aa)  ii  co-located  with 
the  conversion  facility  or  is  located  in  the 
te  vidnity  of  the  conversion  facility; 


storage  facility  or  pipeline  connecting  to  an 
existing  pipeline  or  processing  facility  or 
area  within  dose  pnndmlqp  of  the  prqjecL 

(B)(i)  Such  term  may  also  in- 
dude  a  project  wloA  will  result  in  the  re- 
imttrftnland 


(I)  used  solely  for  the 
production  of  a  mixture  of  coal  and  cotnbus- 
tible  liquids,  induding  petroleum,  for  direa 
use  as  a  fael,  but  shall  not  indude— 

(aa)  aiqr  mineral  tight; 


(bb)  if  not  co-located  or 
located  in  the  immediate  vidnity,  is  inciden- 
tal to  the  project  (except  in  the  event  of  a  coal 
mine  where  no  other  reasonable  source  of 
coal  is  available  to  tbe  project);  and 

(D)  which  ii 


(iv)  any  transportation 
fadli^,  electric  power  plant,  electric  trans- 
mission line  or  other  fadliiy— 

(I)  which  is  for  the  ex- 
dusive  use  of  the  projen; 

(II)  which  is  inddental  to 
tbe  project;  and 

(m)  H4iich  is  necessary  fo 
the  project,  except  that  transportation 
facilities  used  to  transport  synthetic  foel 
aw^  from  the  project  shall  be  used  ex- 
clusively to  iranspon  synthetic  fuel  to  a 


(bb)  any  facility  or 
ir  extraction  of  any  mineral; 


(II)  used  solely  for  the 
commercial  production  of  hydrogen  from 
water  through  electrolysis;  and 

(III)  a  mag- 
netohydrodynamic  tapping  t^de  used  solefy 
for  tbe  commercial  production  of  electrid^. 

(ii)  Such  a  synthetic  fuel 
project  using  magnetohydrodynamic  tech- 
nology shall  only  be  eligible  for  guarantees 


graph- 


(C)  For  purposes  of  this  pata- 


(i)  the  term  'exdusive'  means 
for  the  sole  use  of  the  project,  except  that  an 
inddental  by-produci  might  be  used  for 
other  purposes; 
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(ii)  the  term  'iocidental* 
meaiis  a  relatively  small  portioa  o(  tbe  total 
project  cost;  and 

(iii)  the  term  'necessary' 
meani  an  integrated  part  of  the  project 
taking  into  account  considerationi  of 
economy  and  efficiency  of  operatioiL 

(c)  For  purposes  of  section  305  and 
section  306,  the  lenn  "United  Stales'  means 
Che  several  States,  the  District  of  Columbia, 
the  Commonwealth  of  Puerto  Rico,  Guam, 
the  Virgin  Islands,  the  Northern  Mariana 
Islands,  Che  Trust  Terriioiy  of  the  Pacific 
Islands,  and  any  other  lenitoiy  or  possession 
of  the  United  Slates. 


See.  30iJ(tt).  Nw  lattr  i 


i-48-e 


smh» 


after  the  dale  of  the- 
DefcBse  PfeduttioB  Act  AmendmeBta  of 
1964,  and  annunUy  ihereafler,  (he  President 
shall  submit  w  lite  Commitiee  on  Oettkittg, 
Finanee  and  Urban  Affairs  of  the  House  of 
R«pfe  sent  stives  and  ttte  Coinniittee  on 


isigned  la  pfogtesstve- 


(A)  the  iBug-tetM  as  well  as  the 
B  egeets  et  aftets  (iwth  partiewtef 
w  (he  eSeeta  fesiiltiag  from  teeh- 


whieh  nwy  be  adveweiy  eSeeted  byoffeets; 


(2)'  Contents  «f  Repofta   Eaeh 
report  uadcf  subseetiflB  (a)  shall  eoBMia-aa 


(A)  the  seepe  of  the  intcf  ageney    . 
»Bdnetedunderparagraph(l);aHd 


(B)' (be  ■findings  and  e( 


of  the  ngeaeies  invoWed  in  the  interageng^ 
sw<iies<  including  Bief  diffefeaees  ia  the  een- 
elusions  drawn  by  sueh  ageneies);  fflhU.S.C 


and  multilateral  n 


nitude  of  the  offsets. 


(b)  Interageney  Studies- 


[This  title  cenninated  at  the  close  of  April 
30,  1953.  by  section  121(b)  of  the  Defense 
Production  Act  Amendments  of  1952,  66 
StaL  306.  June  30,  1952)  (50  U.S.C  App. 
2101-2112) 
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id  Mtba  daw  of  April 
Bm(b)<tftbeIMnM 

I liiiiM  of  19S2,  66 

e  X,  19SZ]  (SO  UJS.C  App. 


(Tbe  nitboritjr  for  tba  comrol  of  cod- 
tuaer  credit  tuaaaaud  Jane  30.  19S2.  by 
MctioB  116(a)  of  the  DefeoM  Productioa 
Aa  AmeDdmenti  of  1952, 66  StOL  3QS,  June 
30, 1952].  [The  authwjty  for  the  control  of 
real  eitue  credit  tenmnUed  tbe  dose  of 
June  30, 19S3,byieciioa  11  of  the  Defense 
Pmdnction  Act  Amendmeiits  of  1953,  67 
StaL  131.  June  30i  1953)  (50  U.S.C  App. 
2131-2137) 

TITLE  Vn-GENERAL  PROVISIONS 

Sm.  701.  (a)  It  is  the  sense  of  the  Congress 
that  small-business  enterprises  be  en- 
couraged to  malte  tbe  greatest  possible  con- 
trflxition  toward  adueving  the  objectives  of 
this  Act 

(b)  In  order  to  carry  out  this  poliqi— 

(i)  the  President  shall  provide 
small-business  enterprises  with  full  informa- 
tion concerning  the  provisions  of  this  Aa 
relating  to,  or  of  benefit  to,  such  enterprises 
and  concerning  activities  of  tbe  various 
departments  and  agencies  under  this  Act; 
(ii)  such  business  advisoiy  committees  shall 
be  appointed,  as  shall  be  appropriate  for 
purposes  of  consultation  in  the  fonnulation 
of  rules,  regulations,  or  orders,  or  amend- 
ments thereto  issued  under  authority  of  this 


(iv)  in  aifatiiiiiterlnc  Ttri^  A£i,  w^ 
dal  provision  itiall  be  made  for  tbe  ex- 
peditious handling  of  all  reqneau, 
qiplicaUim,  or  appeals  from  imall-bitthieK 


(e)  Whenever  tbe  President  invokes 
the  powers  given  him  in  this  Act  to  allocate 
ai^  material  m  the  civilian  market,  he  shall 
do  so  in  such  a  maimer  aa  to  make  available, 
so  far  as  practicable,  for  business  and  varioin 
segments  tliereof  m  the  normal  diaimel  of 
distribution  of  such  material,  a  &ir  share  o( 
the  available  civilian  supply  based,  so  br  « 
practicable,  on  tbe  share  received  by  sudi 
business  under  normal  conditions  during  a 
representative  period  preceding  any  fnture 
allocation  of  materials:  Provided,  Thai  tbe 
President  shall,  in  tbe  allocatioD  of  materials 
in  the  civilian  market,  give  due  consideration 
to  tbe  needs  of  new  concerns  and  newly  ac- 
quired opetatioiis,  undue  hardships  of  in- 
dividual businesses,  and  tbe  needs  of  small 
I  industry. 


(d)  In  order  to  further  tbe  ob]ectiv«t 
and  purposes  of  this  section,  the  C^ce  ot 
Defense  Mobilization  is  directed  to  inves- 
tigate the  distribution  of  defense  contracts 
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with  particular  reference  to  tbe  sliare  of  sucb 
contracts  whicfa  hu  gone  and  ij  now  going  to 

tmatl  btuineu.  either  directly  or  by  sub- 
contract; to  review  the  policies,  procedures, 
and  administrative  arrangements  now  being 
fiallowed  in  order  lo  increase  participation  by 
<maii  business  in  the  mobilization  program; 
to  explore  all  practical  wi^  whether  by 
amendments  to  laws,  policies,  regulations,  or 
administrative  arrangements,  or  otherwise, 
to  increase  the  share  of  defense  procure- 
ment going  to  small  business;  to  get  from  the 
departments  and  agencies  engaged  in 
procurement,  and  from  other  appropriate 
agencies  including  the  Small  Business  Ad- 
ministration, their  views  and  recommenda- 
tions on  ways  lo  increase  the  share  of 
procurements  going  to  smalt  business;  and  to 
malce  a  report  to  the  President  and  the  Con- 
gress, not  later  than  six  months  after  the 
eoacuncni  of  the  Defense  Production  Act 
Amendments  of  1980,  which  report  shall 
contain  the  following:  (i)  a  full  statement  of 
Che  steps  taken  by  the  OfGce  of  Defense 
Mobilization  in  making  investigations  re- 
quired by  this  subseciiou;  (ii)  the  finding  of 
the  Ofiice  of  Defense  Mobilization  with 
respect  lo  the  share  of  procurement  which 
has  gone  and  is  now  goinglo  small  business; 
(iii)  a  full  and  complete  statement  of  the 
actions  taken  by  the  Office  of  Defense 
Mobilization  and  other  agencies  to  increase 
such  small  business  share;  (iv)  a  full  and 
complete  statement  of  the  recommenda- 
tions made  by  the  procurement  agencies  and 
other  agencies  consulted  by  the  OfSce  of 
Defense  Mobilization;  and  (v)  specific 
recommendations  by  the  OfSce  of  Defense 
Mobilization  for  further  action  to  increase 
the  share  of  procurement  going  to  small 
business.  (SO  U.S.C  App.  2151) 


See.  TffiZ.  As  used  in  this  Act- 

(a)  The  word  'person'  includes  an  in- 
dividual, coiporation,  partnei^hip,  associa- 
tion, or  any  other  organized  group  of 
persons,  or  legal  successor  or  representative 
of  the  foregoing  and  includes  the  United 
Slatet  or  any  agency  thereof  or  any  other 
government,  or  any  of  its  political  sub- 
divisions, or  any  ageiKy  of  any  of  the  forego- 
ing: Provided,  That  no  punishment  provided 
by  this  Act  shall  apply  to  the  United  States, 
or  to  any  such  government,  political  sub- 
division, or  government  agemy. 


pwduets,  supplies,  eampanenis,  I 


1,  andproeesa 


(b)  The  word  'malcriali*  shall  include 
raw  materials,  articles,  commodities,  com- 
ponents, processes,  products,  supplies,  and 
technical  information,  and  services  with 
regard  Ihwclo. 


WTV. 


rrd  "fiteilitiea''  shall  n 


elude  fams,  churches  or  ether  plae 
ship,  cf  pfivaie  dwelling  hwisea. 

(c)  The  word  Tacillties'  shall  include 
services  with  regard  thereto,  but  shall  not 
include  hrms,  churches  or  other  places  of 
worship,  or  private  dwelling  houses. 


f  fereigB- HBiiea,  stBekpiiieg, 


space  and  dieeetly  related  ei 
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(d)  Tl*  tn  "utioaal  ddtaM' m«wu 
pnpmnu  for  mlllUi;  and  tattg/  prodoc- 
tioB  or  eomttraedom,  military  anlstanct  to 
■17  fonip  Madoa,  ftodcpUin^  space,  ud 
dlnctlj  rdatMl  actirlty. 

(e)  Tht  words  "wages,  salaries,  and 
otber  coaspeaaatiotf  shall  iodude  all  fonns 
of  lemuiiention  to  employees  by  tbeir 
employen  for  penooal  services,  ituHiuting, 
but  not  limited  to,  vacation  and  holiday  pay- 
ments,  oight  shift  and  other  bonuses,  incen- 
tive payments,  yeai-ead  bomises,  enqiloyer 
contributions  to  or  piqFmeQtS  of  insurance  ta 
welfare  beneSis,  employer  contributions  to 
a  pension  fiind  or  annuity,  payments  in  Idod, 
and  premium  overtime  p^meots. 

(f)  The  term  'defense  contractor' 
means  any  person  who  eaters  into  a  contract 
with  the  Uoiied  Slates  for  the  production  of 
material  or  the  performance  of  services  for 
the  national  defense. 

(g)  The  word  'scrvlca'  ifaall  iMclndc 
aay  dTort  that  ii  needed  ia  or  inddeatal  to 
the  deraloimait,  prodoctloB,  coBatmcdai. 
assembiafc,  proccMia^  dcilvcry,  OM  or  dU- 
tribatian  of  materials  or  raeiUIks.  (50 
U^CApp.2152) 

Sec  703.  (a)  Except  as  olhetwise  specifi- 
cally prtjvided,  the  President  may  delegate 
any  power  or  authority  confeired  upon  him 
by  this  Act  to  any  oEGcer  or  agency  of  the 
Goveimnent,  including  any  new  agency  or 
agencies,  (and  the  President  is  hereby 
authorized  to  create  such  new  agencies, 
other  Chan  corporate  agencies,  as  he  deetns 
necessary),  and  be  may  authorize  such 
redelegations  by  that  officer  or  agency  as  the 


Presideni  nii7  deem  appropriate.  Tbe  hes- 
dent  is  authcnized  to  appoint  beadi  md  v- 
sistant  beads  of  any  sndi  imv  aacodaa  aad 
other  offiaalstbereiiKrfcoopiiiblcBanw. 
and  to  fix  tfaeir  eompeiuatiaii.  witboot 
regard  u>  ibe  Oassificatwii  Aa  o(  19*9; « 
ameiKled,  the  head  of  one  sndi  agenqr  w  be 
paid  at  a  rate  GooipaiaUe  to  the  GoofMan- 
tioQ  paid  to  the  headi  of  eaecntive  depan- 
nems  of  the  Govennnent  and  otlier  mdi 
heads  and  assistant  heads  of  indqiendent 
agencies  of  the  Goveimnent  Aiqi  officer  or 
agency  may  employ  civilian  pentNmel  for 
duty  in  the  United  States,  ioduding  d>e  Dis- 
trict of  Columbia,  or  elsewhere,  withom 
regard  to  lection  14  of  the  Federal 
Enqiloyees  Pay  Act  of  IMti  (60  Stat.  219)  as 
the  President  deems  necessary  to  can;  out 
the  provisions  of  this  AcL  (50  USXl.  App. 
2153) 


(b)  The  head  and 


independeM  ageney  efeated  to  adm 


MitheritycBHfetredbytitklVBfthiai'to 


Mg  offieen  af  eaeh  regjaaal  o 


iring  (he  authority  e8nfened  bj  lith. 
m  Aet  a  feaideat  of  eaeh  State  served 
»e  Gweraar  fequesta  siieh 


«(sou.B.c.>^,aisa» 


Sec.  704.  The  President  may  make  ndi 
rules,  regulations,  and  orders  as  he~  deems 
necessary  or  appropriate  to  cany  out  the 
provisions  of  the  Act  Any  r^iilation  or 
order  under  this  Act  m^  be  established  in 
sudi  form  and  manner,  may  ccmtaiii  sodi 
cUssificatioD  and  differentiations,  and  may 
provide  for  such  adjustments  and  reasonable 
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D  tbe  judgment  of  the  Presi- 
dem  are  necessaiy  or  proper  to  effectuate 
tbe  purposes  of  this  Act,  or  to  prevent  ctr- 
cumventian  or  evasion,  or  to  bdlitate  enfor- 
cement of  this  Act,  or  any  rule,  regulation,  or 
order  issued  under  this  AcL  No  rule,  regula- 
tion, or  order  issued  under  Ibis  Act  wfaidi 
restricts  the  use  of  natural  gas  (either  directly 
or  by  restricting  the  use  of  Exilities  for  the 
consumption  of  natural  gas,  or  in  any  other 
maimer)  shall  app^  in  any  State  in  which  a 
public  regulatory  agency  has  authority  to 
restrict  the  use  of  natural  gas  and  certifies  to 
the  President  that  it  is  exercising  that 
authority  to  the  extent  necessary  to  ac- 
complish the  objectives  of  this  Act.  (50 
U^.C  App.  2154) 

Sec  705.  (a)  The  President  shall  be  en- 
titled, while  this  Act  is  in  effect  and  for  a 
period  of  two  years  thereafter,  by  regulation, 
subpena  (sic),  or  otherwise,  to  obtain  such 
information  from,  require  such  reports  and 
the  keeping  of  such  records  by.  make  such 
inspection  of  the  books,  records,  and  other 
writings,  premises  or  property  ot  and  take 
the  sworn  testimony  o^  and  administer  oaths 
and  afSrmations  to,  any  person  as  m^  be 
necessary  or  appropriate,  in  his  discretion,  to 
tbe  enforcement  or  the  administration  of  this 
Act  and  the  regulations  or  orders  issued 
thereunder.  The  President  shall  issue  regula- 
tions insuring  that  the  authority  at  this  sub- 
section will  be  utilized  only  after  the  scope 
and  purpose  of  the  investigation,  inspection, 
or  inquiry  to  be  made  have  been  de&ned  by 
competent  authority,  and  it  is  assured  that  no 
adequate  and  authoritative  data  are  avail- 
able from  any  Federal  or  other  responsible 
agency.  In  case  of  contumacy  by,  or  refusal 
to  obey  a  subpena  (sic)  served  upcm,  any 


person  referred  to  in  this  subsection,  the 
district  court  of  the  United  States  for  any 
district  in  which  such  person  is  fiaund  or 
resides  or  transacts  business,  upon  ^plica- 
tion by  the  President,  shall  have  juiisdictian 
to  issue  an  order  requiring  such  person  to 
appear  and  give  testintoity  or  to  appear  and 
produce  documents  or  both;  and  ai^  &ulure 
to  obey  sudi  order  of  tbe  court  ttay  be 
punished  by  such  court  as  a  contempt  there- 
of. 

(b)  [Repealed  by  section  251  of  the 
Organized  Crime  Control  Act  of  1970  (84 
Stat  931;  Pi.  91-452).] 

(c)  The  production  of  a  person'sbooks, 
records,  or  other  documentary  evidence 
shall  not  be  required  at  any  place  other  than 
the  place  where  such  person  usually  keeps 
them,  if  prior  to  the  return  date  specified  in 
the  regulations,  subpena  (sic),  or  other  docu- 
ment issued  with  respect  thereto,  such  per- 
son furnishes  the  President  with  a  true  copy 
of  such  books,  records,  or  other  documen- 
tary evidence  (certified  by  such  person  under 
oath  to  be  a  true  and  correct  copy)  or  enters 
into  a  stipulation  with  the  President  as  to  the 
information  contained  in  such  books, 
records,  or  other  documentary  evidence. 
Wimesses  shall  be  paid  the  same  fees  and 
mileage  that  are  paid  witnesses  in  the  courts 
ofthe  United  States. 

(d)  Ai^  person  who  willAiUy  performs 
ai^  act  prohibited  or  willfully  fails  to  per- 
form any  act  required  by  the  above 
provisions  of  this  section,  or  any  rule,  regula- 
don,  or  order  thereunder,  shall  upon  convic- 
tion be  fined  not  more  than  $l;999$10,aOO  or 
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ioqviiodBd  for  not  mcve  tbaa  om  year  a 


Dt  ii  made  bjr  the  penoo 

trvm  pmbUc  dlielMU*  iidtr  imH*! 
5ZKb)<3)<B)  or  dOa  9,  tlaHad  SUIw  Cod* 
aad  skair  not  be  pnblUted  or  diidoHd  nit- 
kM  the  Prttidem  deiennines  tbn  tbe  wjtb- 


Sec.  7M.  (a)  Wbenom  in  tbe  jodpneiit  of 
the  rnuacnt  tuy  pwiofl  dm  eofifpoof  ti 
about  to  '"^'j*  ID  tny  sett  of  pnctuai 

of  hq^  pnmnoo  of  Ci»  Act^  m  oi^r  dwb 
M^fUcttkoa  (o  iba  ■ppropfUtt  coqa  tot  to 


the  ntional  defense,  and  any  person  wiDflil- 
Ijr  vicriating  lUt  praviiioD  shall,  upon  cmvic- 
tioa,  be  Bned  not  more  than  110,000;  or 
ifflpriK»ed  Etv  not  more  than  one  year,  or 
both. 


iflfen 


Mbtc 


id  by  the  Offiee  ef 
PftoStaMli«aifeanBdeftM»s<«io»?9Ma 
■Mended,  andae*  made  public  priaf  (8  April 
3ft  1W3.  shall  be  dwiiwd  cOHfidcMiel  and 
shall  not  be  published  af  dadased,  either  in 
the  piiMie  er  w  aaother  Fedend  agcaqr  tx- 
eept  the  Conpesa  w  a^  duly  aatheriaed 
wnmiwoe  Hiertet,  sad  cawept  the  Dapaw- 
nenl  ef  Juatiee  fer  siieh  use  aa  it  hmv  dee« 


the  wtMielding  ihewef  is  eantraiy  ta  the 
iatefests  ef  the  nattenal  defense,  and  aBy 
pCBOH  irillfaHy delating  this  prwAiew  shall, 
upon  ewBwetiaB.  be  fined  not  more  then 


(f)  Any  person  subpoenaed  under  this 
section  shall  have  the  ri^  to  make  a  record 
of  his  testimony  and  to  be  represented  by 
counsel  (SO  U.S.C  App.  2155) 


pravBioi^  and  upon  a  ibowiDf  by  uM  Frb* 
dentOMtwdipeiioohaiemnnoof  iiwKiut 
to  en^ige  in  ai^  lodi  acn  or  (vactices  a 
permanent  or  temporary  Injunction, 
restraining  order,  or  other  order,  with  or 
without  sudi  injunction  or  restraining  order, 
shall  be  panted  without  bond. 

(b)  Tbe  district  conns  of  tbe  United 
States  and  the  United  States  coortt  of  wnf 
Teiiitoiy  or  other  (dace  subject  to  the  jmb- 
diction  of  the  United  Stales  ihallhave  jurit- 
dicilon  of  violations  of  this  Act,  or  any  rule, 
regulation,  order,  or  subpena  (sic)  there- 
under, and  of  all  dvil  actions  under  this  Act 
to  enforce  any  liability  or  duqr  o«ated  by,  or 
to  ei^in  any  violation  ot  this  Act  or  aiqr  rule, 
reguUtion,  order,  or  subpeiu  (ik)  there- 
under. Aiqf  ciimina]  ^oceeding  on  account 
of  any  sudi  violatloo  may  be  brou^  in  aqp 
district  in  which  any  act,  Mure  to  act,  or 
transaction  constituting  the  violatiao  oc- 
curred. Any  such  dvil  action  nu?  be  biou^ 
b  any  such  district  or  in  the  disoict  in  wtdtt 
the  defendant  resides  or  transacts  business. 
Process  in  sudi  cases,  criminal  or  dvil,  m^ 
be  seived  in  any  district  vdierein  the  defen- 
dant resides  or  transacts  business  or 
wherever  the  defendant  may  be  fbund;  die 
subpena  (sic)  for  witnesses  iriw  are  reqiiired 
to  attend  a  court  in  ai^  district  in  sudi  caae 
may  ran  into  any  other  district  The  teimtna- 
tion  of  the  authority  granted  in  ai?  dtle  or 
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seciioii  of  this  Act,  or  of  any  rule,  regulation, 
or  order  issued  thereunder,  shall  not  operate 
to  defeat  ai^  suit,  action,  or  prosecution, 
whether  theretofore  or  thereafter  com- 
menced, with  respect  to  ai^  right,  liability,  or 
offense  incurred  or  commiiied  prior  to  the 
leiminatian  date  of  such  title  or  of  such  rale, 
regulation,  or  order.  No  costs  shall  be  as- 
sessed against  the  United  States  in  any 
proceedingundertMsAcLAlllitigation  aris- 
ing under  this  Act  or  the  regulations  promul- 
gated  thereunder  shall  be  under  the 
supervision  and  control  of  the  Attorney 
General  (50  U.S.C  App.  21S6). 

Sec  707.  Nopeisonsball  be  held  liable  for 
damages  or  penalties  for  any  act  or  failure  to 
act,  resulting  directly  or  indirectly  from  com- 
pliance with  a  role,  regulation,  or  order  is- 
sued pursuant  to  this  Act  notwithstanding 
that  any  such  rule,  regulation,  or  order  shall 
thereafter  be  declared  by  judicial  or  other 
competent  authority  to  be  invalid.  No  person 
shall  discriminate  against  orders  or  contracts 
to  which  priority  is  assigned  or  for  which 
materials  or  fadlicies  are  allocated  under 
title  I  of  this  Act  or  under  any  rule,  regula- 
tion, or  order  issued  Ihereimder,  by  charging 
higher  prices  or  by  imposing  different  tenns 
and  conditions  for  such  orders  or  contracts 
than  for  other  generally  comparable  orders 
or  cORtracis,  or  In  any  other  manner.  (50 
U-S.C.  App.  2157) 

Sec.  708.  (a)  Except  as  specifically 
provided  in  subsection  (j)  of  this  section  anrf 
»ub»eMiBn  (H  of  seetioii  TOBA.  no  provision 
of  this  Act  diall  be  deemed  to  convey  to  any 
person  any  immunity  from  civil  or  criminal 


aepolitj'',  appiB>i.d  July  2, 


18WL(15U.S.Cleneq.)! 


istiag  laws  agaiiat  unlawftil 
d  weaopeliea  and  fer  other  puf- 
',  appraved  October  15,  1914  (15 


t?>  ftfr  Federal  Trade  Cetni 


Aet(15U.&e.41e<seq.) 


witled  'An  Aet  to  fcduee  U 


a-73  aad  74  of  the- Aet 


(S)theAe<afJuBel!),l!l36.ehm(er 
Wa-<15U-S.C.  13. 13a.  i3b, and 21a); and 

(6)  the  Act  entitled  'An  Act  w 
pronwte  eitpatt  wade  and  tor  aihof  pur- 
p«^e^^  approved  Aprii  IQ,  1918  (IS  U.S.C. 

(b)  As  nsed  in  this  section  the  (enn~ 
0)  'antilnisi  hnvs*  mcans- 

(A)  tht  Shmnan  Art  aS  U.S.C 


(B)  the  aaylon  Ad  (15  VS.C.  11 
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(Q  A*  Fadwal  Trad*  CMuda- 
■  Ad  (15  U.S£.  41 M  Mq.); 


■  TwW  Ad  (15  U-SX:.  a  ud  9); 


(D  Ik*  Ad  or  Jm  1»,  in«, 
r  Sn  OS  U  AC  13,  13«,  13b^  Mid 


21*>;< 
UACC1-C5). 


mil 


(2)  "pUa  of  actliM'  ntu*  ujr  of 
(MM  or  man  doemMBUd  mdluMl*  idapted 
b;  partldpBBU  ia  an  tdstlBg  ytiiiatary 


conditiotu  edit  which  m^  pose  a  diren 
threat  to  Ibe  national  defense  or  its 
preparedness  programs,  the  President  may 
constUt  with  representatives  of  industry, 
business,  Gnandng,  agriculture,  labor,  and 
other  interests  in  order  to  provide  for  the 
making  by  such  persons,  with  the  q>proval  of 
the  President,  (rf  voluntary  agreements  and 
plaas  or  acttoa  to  help  provide  for  the 
defense  of  the  United  Stales  through  tbe 
development  of  preparedness  programs  and 
the  expansion  of  productive  capacity  and 
supply  beyond  levels  needed  to  meet  essen- 
tial civilian  demand  in  tbe  United  Stales. 

(2)  The  authority  granted  to  the 
President  in  paragraph  (1)  and  subsection 
(d)  may  be  delegated  by  him  (A)  to  in- 
dividuals who  are  appointed  by  and  with  tbe 
advice  and  consent  of  the  Senate,  or  are 
bolding  offices  to  which  they  have  been  ap- 


pointed b]r  and  with  the  advice  md  coaMU 
of  tbe  Seaus,  (B)  iqwa  the  cnadMon  dmt 
ndiiodMdnli  connlt  with  tlw  Attorney 
Oeaenl  tnd  wMi  the  Fedenl  Tnd*  Coo^ 
iniMlan  not  len  than  ten  digrs  befon  connlt- 
ing  with  iny  p0noBi  undBr  parigriph  (IX 
•nd  (Q  ofoa  ths  coDdMon  tint  ndt  ia- 
dMdnli  obtata  the  prior  anmnl  <tf  the 
ABornii)' Owttrili  ifm  coimltttioo  bjr  die 
Attomer  Oennal  with  the  Federal  Tirade 
CommiitioB,  to  coniuUunder  paiagr^  (1). 
Faf  the  pMipoo  rf  emyiag  cut  th*  ahje^ 
li^ei  of  title  I  rf  (hia  Adt  thi  amhaflty 
gfaated  in  pawpaph  (1)  of  iMs-wtM 


(dXl)To  achieve  the  objectivBiaCiub- 
sectioQ  (c)(1)  of  this  secti<Hi,  tbe  Pruideat 
or  any  individual  designated  pursuant  to  sub- 
section (c)(2)  may  provide  for  tbe  estab- 
lishment of  such  advisoiy  committees  as  he 
determines  are  necessary.  In  addition  to  the 
requirement  qwdfied  in  ihii  section,  ai^ 
sudi  advisory  committee  shall  be  mbject  to 
the  provisloits  of  the  Federal  Advisory  Cmn- 
mittee  Act,  whether  or  not  such  Act  oc  aiqr 
of  its  provisions  enrirc  or  terminate  during 
the  term  of  this  Act  or  such  committees,  and 
in  all  cases  such  advisory  committees  shall  be 
chaired  by  a  Federal  employee  (other  than 
an  individual  employed  pursuant  to  section 
3 109  of  title  5,  United  States  Code)  and  sbaU 
include  representatives  of  the  public,  and  the 
neetiHgs  of  auch  enaMiMcea  shall  be  epw 
IB  the  public .  Mecdap  of  sock  rnw1tl**i 
shall  b*  opM  to  thepnbtic  aalen  tb*  ia- 
dMdnal  deilgBdcd  by  the  Pnatdaat  ia  sab- 
sectioB  (c)(2)  flndi  that  the  Matlar  or 
matters  to  b*  dlsciiss*d  at  sacb  HtMiiip  (bU 
wiihia  the  parvlew  of  natters  distribad  la 
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•  (b)(1),  {b)(3),  or  (b)(4)  ofMctlw. 
552  of  title  5,  UnltMl  Suta  Code.  The  Attor- 
ney General  and  the  Federal  l^ade  Com- 
missioii  shall  luve  adequate  advance  notice 
of  any  meeting  and  may  have  an  of&dal  rep- 
resentative attend  and  participate  in  any 
such  meeting. 

(2)  A  fiill  and  conqilete  verbatim 

transcript  shall  be  kept  of  such  advisoiy  com- 
mittee meetings,  and  shall  be  taken  and 
deposited,  together  with  any  agreement 
resulting  therefrom,  with  the  Attorney 
General  and  the  Federal  Trade  Cotnmis- 
siotL  Such  transcript  and  agreement  shall  be 
made  available  for  public  inspection  and 
copying,  subject  to  the  provisions  of  seetioit 
SS2(b)(l)  and  (b)(3)  snbsectloiu  (b)(1). 
(b)(3),  and  (b)(4)  of  seetliM  552  of  tide  S, 
United  Sutes  Code. 

(e)(1)  The  individual  or  individuals 
referred  to  in  subsection  (c)(2)  shall,  after 
approval  of  ihe  Attorney  General,  after  con- 
sultation by  the  Attorney  General  with  the 
Chairman  of  the  Federal  Trade  Commis- 
sion, promulgate  rules,  in  accordance  with 
section  553  of  title  5,  United  States  Code, 
incorporating  standards  and  procedures  by 
which  voluntary  agreements  and  plans  ot 
action  may  be  developed  and  carried  out 


(i)  a  statement  of  die  time, 
place,  and  nature  of  the  proposed  rulemak- 
ing proceeding; 

(ii)  reference  to  the  legal 
authority  under  which  the  rule  is  being 
proposed;  and 

(tii)  either  the  terms  of  sub- 
stance of  the  proposed  rule  or  a  description 
of  the  subjects  and  issues  involved; 

(B)  the  required  publication  of  a 
rule  shall  be  made  not  less  than  thirty  days 
before  its  effective  date;  and 

(C)  the  individual  or  individuals 
referred  to  in  paragraph  (t)  shall  give  inter- 
ested persons  the  right  to  petition  for  the 
issuance,  amendment,  or  repeal  of  a  rule. 

(3)  The  rules  promulgated  pursuant 
to  this  subsection  incorporating  standards 
and  procedures  by  which  voluntary  agree- 
ments may  be  developed  shall  provide, 
among  other  things,  that- 

(A)  such  agreements  shall  be 
developed  at  meetings  which  include- 

(i)  the  Attorney  General  or 


(A)  general  notice  ot  the 
proposed  rulemaking  referred  to  in  para- 
graph (1)  shall  be  published  in  the  Federal 
Register,  and  such  notice  shall  indude— 


(ii)  the  Chairman  of  the 
Federal  Trade  Commission  or  his  delegate, 
and 

(ill)  an  individual  designated 
by  the  President  in  subsection  (c)(2)  or  his 
delegate,  and  which  are  chaired  1^  the  in- 
dividual referred  to  in  clause  (iii); 
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(B)  at  IMK  Mww  *yi  ptior  to 


(D)  interested  penow  miq'  at- 
tend any  such  meetiiii  unl^  the  individiMl 
designated  by  tlie  President  in  subsection 
(c)(2)  Snit  that  the  matter  or  matteis  to  be 
distmsed  at  such  meeting  Elite  within  the 
purview  of  matteia  desoibed  in  HibaeettoB 


(<:Xl);a 


(B)  the  AtuxBey  Genenl  (afiei 
contultation  with  the  Chairman  of  the 
Federal  Trade  Ccnmniifioa)  Gods  in  writing, 
tbM  neb  purpoie  amy  not  leaMxubly  be 
achieved  through  a  voluntaiy  agreement  or 


(E)  a  bill  and  verbatim  transciipi 
shall  be  made  of  aay  such  meeting  and  shall 
be  transmitted  by  the  chairman  of  the  meet- 
ing to  the  Attorney  General  and  to  the 
Chairman  of  the  Federal  Trade  Conunis- 


(F>  any  voluntary  agreement 
resulting  from  the  meetings  shall  be  trans- 
miued  by  the  chairman  of  the  meetings  to 
the  Attorney  General  and  to  the  Chainnan 
of  the  Federal  Trade  Commission;  and 

(G)  any  transcript  referred  to  in 
subparagraph  (E)  and  any  voluntary  agree- 
ment referred  to  in  subparagraph  (F)  shall 
be  available  for  public  inspection  and  copy- 
ing, subject  to  aubaeetiena  (b)(1)  and  (b)(3) 
of  seetiBB  S5B  subseetiona  (b)(1),  (b)(3),  and 
(b)(4)  of  sectloaS52  of  title  5,  United  Sutes 
Code. 


(2)  Each  voluntaiy  agreement  or 
plan  of  action  which  becomes  effective 
under  paragraph  (1)  shall  expire  two  years 
after  the  date  it  becomes  effective  (and  at 
two-year  inteivals  thereafter,  as  the  case  may 
beX  unless  (immediately  prior  to  such  ex- 
piration dale)  the  individual  referred  to  in 
subsection  (c)(2)  who  administers  the  agree- 
ment or  plan  and  the  Attorney  General 
(after  consultation  with  the  Chainnan  of  the 
Federal  Trade  Commission)  make  the  cer- 
tification or  finding,  as  the  case  may  be, 
described  in  paragraph  (1)  with  respect  to 
such  voltmtary  agreement  or  plan  aractkin, 
in  which  case,  the  voluntary  agreement  or 
plan  of  action  may  be  extended  for  ai^  addi- 
tional period  of  two  yean. 
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sball  monitor  the  canying  out  of  aiq'  volun- 
taiy  agreement  or  plaM  oTactlMi  lo  isnire— 

(1)  tbit  the  igreement  or  plu  is 
canying  out  tbe  purposes  of  nibMctioD 

(cXD; 

(2)  tbtt  the  agreement  or  pUa  is 
being  eanried  out  under  niles  promulgated 
punuaot  to  subsection  (e); 

(3)  tbat  the  panicipants  are  acting 
in  accordance  with  the  terms  of  tbe  agtee- 


(4)  tbe  protection  aiKl  fostering  of 
competition  and  the  prevention  of  anticom- 
petitive practices  and  effects. 

(h)  Tbe  rules  promulgated  under  sub- 
section (e)  with  respect  to  the  canying  out  of 
voluntaiy  agreements  and  plans  of  action 

shall  provide- 


(1)  for  the  maintenance,  by  par- 
ticipants in  31^  voluntary  agreement  or  plan 
of  acdon,  of  documents,  minutes  of  meet- 
ing transcripts,  records,  and  other  data  re- 
lated to  the  carrying  out  of  any  voluntary 
agreement  or  plan  of  action; 

(2)  that  participants  in  any  volus- 
(aiy  agreement  or  plan  at  action  agree,  in 
writing,  to  make  available  to  the  individual 
designated  by  the  President  in  subsection 
(c)(2)  to  administer  the  voluntary  agreement 
or  plan  of  actJon.  the  Attorney  General  and 
the  Chairman  of  the  Federal  Trade  Commis- 
sion for  inspection  and  copying  at  reasonable 
times  and  upon  reasonable  notice  any  item 
maintained  pursuant  to  paragraph  (1); 


(3)  that  any  item  made  available  to 
the  individual  designated  by  the  President  in 
subsectioD  (c)(2)  tt  administer  the  vohmtaiy 
agreement  or  ptea  of  acttoo,  the  Attorney 
General,  or  the  Chairman  of  tbe  Federal 
Trade  CommissioD  pursuant  to  paragraph 
(2)  sball  be  tvailable  from  sudi  individual. 
tbe  Attorney  General,  or  the  Chairman  of 
tbe  Federal  Trade  Commission,  as  tbe  case 
maybe,  for  public  inspection  and  copying, 
subject  to  jubseerioM  fb)(l)  and  fbK3)  "* 
seetioiiHa  sabsccttons  (b)(1),  (b)(3),  and 
(b)(4)  of  section  552  of  title  5,  United  States 
Code; 

(4)  that  tbe  individual  designated  by 
tbe  President  in  subsection  (c)(2)  lo  ad- 
minister tbe  voluntary  agreement  or  plan  of 
actloB.  the  Anomey  General,  and  tbe  Chair- 
man of  the  Federal  Trade  Commission,  or 
their  delegates,  may  attend  meetings  to  carry 
out  any  voluntary  ^eement  or  plan  of  ac- 
tion; 

(5)  that  a  Federal  employee  (other 
than  an  individual  employed  pursuant  to  sec- 
tion3I09oftitle5oftheUintedStatesCode) 
sball  attend  meettngs  to  carry  out  any  volun- 
tary agreement  or  plan  of  action; 


(6)  that  participants  in  any  volun- 
tary agreement  or  plan  of  action  provide  the 
individual  designated  by  the  President  in 
subsection  (c)(2)  to  administer  the  voluntary 
agreement  or  jdan  of  action,  the  Attorney 
General,  and  the  Cbairman  of  the  Federal 
Trade  Commission  with  adequate  prior 
notice  of  the  time,  place,  and  nature  of  any 
meeting  to  be  held  to  cany  out  the  voluntary 
agreement  or  |daa  of  action; 
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(7)  for  the  attendance  by  interested 
persons  of  ai^  meeting  held  to  cany  out  any 
vohmCary  agreement  or  plu  at  aOkw,  un- 
leai  the  Jndividuai  designated  by  the  Pred- 
deni  in  subsection  {c)(2)  to  administer  the 
voluntary  agreement  or  pUa  oTscdon  Gods 
tbtt  ibe  matter  or  maners  to  be  dfsouied  at 
nidi  meeting  Uls  within  die  purview  ataalL- 
tets  described  in  jubaeetiaa  (b)(1)  af  (bX3) 
ef  seetioB  SSa  snbscctlMi  (b)(1),  (b)0),  or 
(b)(4)  ofMctlMi  532  of  title  5,  United  Slates 
Code; 

(8)  that  the  individual  designated  by 
the  President  in  subsection  (c)(2)  to  ad- 
minister the  voluntary  agreement  or  pUa  of 
action  has  published  in  the  Federal  Register 
prior  notification  of  the  time,  place,  and  na- 
ture of  any  meeting  held  to  cany  out  any 
voluntary  agreement  or  plan  of  action,  un- 
less he  finds  that  the  matter  or  matters  to  be 
discussed  at  such  meeting  falls  within  the 
purview  of  matters  described  in  aubwwien 

(b)(1),  (b)(3),or  (b)(4)  ofMcllon  552  of  title 
S,  United  States  Code,  in  which  case, 
Dotificadon  of  the  time,  place,  and  nature  of 
such  meeting  shall  be  published  in  the 
Federal  Register  within  ten  days  of  the  date 
of  such  meeting; 

(9) that- 

(A)  the  Attorney  General  (after 
consultation  with  the  Chairman  of  the 
Federal  Trade  Commission  and  the  in- 
dividual designated  by  the  President  in  sub- 
section (c)(2)  to  administer  a  voluntary 
^eemeni  orplaa  of  action),  or 


(B)  the  individual  designated  by 
the  President  in  subsection  (c)(2)  to  ad- 
minister a  voluntary  agreement  or  plaa  of 
octkM  (after  consultation  with  the  Attorney 
General  and  the  Chairman  of  the  Federal 
Trade  Commission),  may  terminate  or 
modify,  in  writing,  the  voluntary  agreement 
arptaaafaeMeaat  any  time,  and  that  effec- 
tive, immediately  upon  such  lerminatioa  tx 
modification,  any  antitniit  immunity  con- 
ferred upon  the  participants  in  the  voluntary 
agreement  or  piaa  oTacdoM  by  subsection  (j) 
shall  not  apply  to  any  act  or  omission  occur- 
ring after  the  time  of  such  termination  or 


(10)  that  particdpanB  in  ai^  volimr 
tary  agreement  or  plan  of  aclloa  be 
reaswiably  representative  of  the  ^tpropriate 
industiy  or  segment  of  such  industry. 

(i)  The  Attorney  General  and  the 
Chairman  of  the  Federal  Trade  Commission 
shall  each  promulgate  such  rules  as  each 
deems  necessary  or  appropriate  to  cany  out 
bis  responsibility  under  this  sectioiL 


(i)  Thefe  shall  be  wailable  aa 


t^efeoi 


foratyperaoB  WBHyei 


breughl  fap^^etatien  gftbe  tu 
any  siHulaf  law  of  any  Sta 


t)  with  feapeet  w 


tahew  in  gaoA  faith  by  that  pewoft- 
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(2)MidipefMBfuUyw 


a  BB^  the-  njlea  pfamulgaied 


spcdflcd  la,  or  witUn  tl 
UmpUbM  of  ■■  sppnivcd  yohmlarj  tv^*- 
numt  tbt  makbif  oTiriikk  mi  inldatcd  by 
tk«  Pnsiduit  or  obj  apprcmd  plu  oT  actio* 


(j)(l)  Then  shaU  ba  available  as  a 
defense  Tor  an;  person  (o  any  cl>ll  or 
criminal  action  brought  under  the  anlltmsl 
laws  (or  any  similar  law  of  any  State)  with 
respect  lo  any  action  taken  to  develop  or 
carry  oat  any  voluntary  agreement  or  plan 
of  action  under  this  section  (provided  that 
such  action  was  not  taken  tor  the  purpose  of 
laJnrliiB  competition)  that- 

(A)  snch  action  was  taken- 

(i)  in  the  course  of  developing 
either  a  voluntary  agreement,  the  making  of 
i^ich  was  initiated  by  the  President,  ih-  a 
plan  of  action  adopted  thereundn',  or 

(ii)  to  carry  out  either  a 
voluntary  agreement  authorized  and  ap- 
proved in  accordance  with  this  section,  the 
making  of  which  was  initialed  by  the  Presi- 
dent, or  a  plan  of  action  adopted  there- 
under, and 

(B>  such  person  complied  with 
the  requirements  of  this  section  and  the 
rules  promulgated  hereunder,  and  acted  in 
accordance  with  the  terms  of  the  voluntary 
agreement  or  plan  of  action. 

(2)  Except  in  the  case  of  actions 
taken  to  develop  a  voluntary  agreement  or 
plan  of  action,  the  defense  provided  in  this 


(3)  Pcraons  iBterposing  the  debase 
provided  by  this  sabscclion  ihall  have  the 
burden  of  proof  npoB  the  elements  of  the 
dehnsc,  except  that  the  burden  shall  be  on 
the  person  against  whom  the  defense  is  as- 
serted with  respect  to  whether  the  acIloB  was 
taken  Ibr  the  porposc  of  injuring  compcti* 


(k)  The  Aitoniey  General  and  the 
Federal  Trade  Commission  shall  each  make 
survey  for  the  pufiwse  of  determining  any 
factors  which  may  lend  lo  eliminate  com- 
peiition,  create  or  strengthen  monopolies, 
injure  small  business,  or  otherwise  promote 
undue  concentration  of  economic  power  in 
the  ctnuse  of  the  administration  of  this  sec- 
tion. Sucb  survey  shall  include  studies  of  the 
volmitary  agreements  and  plana  of  action 
authorized  by  this  section.  The  Attorney 
General  shall  (after  consultation  with  the 
Federal  Trade  Commission)  submit  to  the 
Congress  and  the  President  at  least  once 
every  year  reports  setting  forth  the  results  of 
such  studies  of  voluntary  agreements  and 
plans  of  action. 

(I)  Tbe  individual  or  individuals  desig- 
nated t^  the  President  in  subsection  (c)(2) 
shall  submit  to  the  Congress  and  the  Presi- 
dent at  least  once  eveiy  year  reports  describ- 
ing each  voluntary  agreement  or  plan  of 
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acttoa  ia  effect  and  iu  contribution  to 
adiieveniem  of  the  puipote  of  nibseetloB 
(cKl)- 

(m)  On  GOnqdaint,  tbe  United  Siatei 
Dlitrict  Coun  for  the  Disttict  of  Cohimbia 
iliall  have  juiisdictioti  to  enjom  any  exemp- 
tion or  suq>enaion  punuant  to  subiectxMB 
(d)(2).  (eK3).  (D)  and  (G),  and  (h)  (3),  (7), 
and  (8),  and  to  order  the  production  of 
tranicripu,  agreements,  items,  or  other 
records  maintained  punuant  to  this  section 
by  the  Attorney  General,  the  Federal  Trade 
Commission  or  any  individual  designated 
under  subsection  (cX2),  where  the  coun 
determines  that  such  transcripts,  agree- 
ments, items,  or  other  records  have  been 
inqmiperly  withheld  from  the  complainant. 
In  such  a  case  tbe  court  shall  deiennine  the 
matter  de  novo,  and  may  examine  tbe  con- 
tents of  such  transcripts,  agreements,  items, 
or  other  records  in  camera  to  detennine 
whether  such  transcripts,  agreements,  items, 
or  other  records  or  ai^  parts  thereof  shall  be 
withheld  under  atqr  of  the  exemption  or 
suspension  provisions  referred  to  in  this  sub- 
section, and  the  btmlen  is  on  the  Attorney 
General,  tbe  Federal  Trade  Commission,  or 
such  designated  individual,  as  the  case  may 
be,  to  sustain  its  actioiL  (SO  U.S.C.  y^p. 
2158) 

(n)  Notwithstanding  any  other 
provislaa  of  law,  any  activities  conducted 
OBdo'a  voIniitat7aBr«cment  orplanof  ac- 
tim  approred  pnrsnanl  to  this  section,  whNi 
wdacted  la  coBpUMca  with  the  nqnlra- 
BiiBts  oTtUs  section,  the  r«les  pronnlgattd 
iMmuidv,  and  tba  provisiMis  oTth*  volnn- 
tarragrcenuitorplan  (faction,  an  «9waipt 


frtw  all  Fadmd  lawi,  r«I«a,  aadngaJaltaM 
ig  to  advisorr  e)iHMltt«M4  and 


lagtd  braaeh  or  eonlnct  was  eamaW 
pradowl»— tly  by  MMan  tnkaa  darinf  as 
vmtrtimef  to  can;  imt  a  rotvmtaij  apa*- 
maU  or  plan  of  aedoa  avthoriiMl  aid  a^ 
proTid  ia  accordaaca  with  this  scctloa.  ^ 
U,S.CApp.215S) 

See.  7Q8A.  (a)  Eiieept  as  speeiSeally 
pfBwde^iasubeeetiBa(i)Bfthia»eetieiiaad 
see»iOH70§(i)Bf(hisAiei,aBpw>isi8Uuf  iliii 
^dteeOBveyWaqipciaaa 
mr/fnmwilM  ewminal  Uabfli^, 


(1)  The  leim^t 
supply  emergenq^  means  any  periad  (A) 

1..J-;— -J y  jj^^^  -hirii  rhr  rtnirlmi 

deterwines  allaeatign  gf  petwlcttai 
produeu  W  natioM  parttipnring  iatiwin 


aonal  apeement  is  reyiiwd  by  ehaptei 


loeatiwi  is  no  leagef  fequired.  Such  a  period 
may  aei  eneeed  ninety  dap,  bui  the  Prui- 
deal  may  establish  one  of  more  additjanal 
J..--J.  I.J. — i^-j^.u-  iinrnninntinn  iiialiii 


end  of  any  swrii  period  st 
the  Federal  Register. 
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(C)  refined  pttrnt 
iatlu^iaf  but  aet  liaiterf  w  gBaetiwe, 
hewaene,  diatillate»,  reaidual  fuel  ail, 
fcfined  iabfieaMBg  eil.  and  liquefied 
pewoleuHi  gaaea!  and 


■mth  truie  ail  aad 


wSae^  peiwleuM  pf  iriueM. 

t«)  The  fequifcmeim-of  ihia  »e«twB 
ihall  be  the  sole  pfoeedurea  applicable  to  the 
dereiopment  or  implemeniatieH  of  vBlun- 
(aty  agreements  of  ptatw  of  action  w  ae- 
eoMpliah  the  objeetiyea  of  the  iHtematiBBnl 
agreetnent  with  fwpeet  to 


agfeemtnt,  aad  ta  the  arailnbiliy  of  ia^ 
Bwniq' from  the  antimiat  laws  reapeetingtbe 
develepmeat  of  implemeamiBB  at  aueh 
volunmy  BgreeiiieHB  or  piam  of  Betioa. 


thaifed  by  ■  TerfeTil  employee  (othef  thaw 
BB  tadivtdual  employed  puuuant  to  xetioB 
31W  of  title  5.  United  Smea  Code)  aad  ahall 
wetede  fepf  eaeauiwea  of  the  pablie.  aad  the 
Meetiap  of  aueh  eoataaitteea  ahall  be  open 
;o  the  pwMierThe  Attome 


Fedefd  Twde  Cotw: 


H  ahall  have  ade- 


tnay  have  aa 
andpartdpai 


.  BOtiee  gf  aay  meeting  and 
»ffieial  fepfeaeatative  aMead 
1  in  any  aueh  meetiBg: 


iTBHaefipt  ahall  he  kepi  of  aueh  adviaoq'eont- 
mittee  neetittga.  end  ahall  be  taken  and 
depoaited,  together  with  any  agfeetwent 
feauiting  thefcffom.  wiih  (he  Attorney 
Genetal  and  the  Tetteral  Trade  Cematia- 
a(OB.6twhtfMB«ript  aad  agfeenaent  ahall  be 
made  available  for  publie  iaapeetioB-aad 
eopytaft  aubjeet  to  the  prqriaiana  of  aeetioH 
S»  fbX  l>a»id  (bX3>o«ikte5.  United  Siaiea 


(3)  Fgf  the  pufpoaa  of  thia  aeettoa. 
the  prewaiona  of  aubaeetion  (a)  of  aeettow  17 
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(f)  The  alBB^arria  and  pr»eeJnfea 
aadef  wbaetrioa  (e)  ahall  b«  pwHiulgaied 
puwuant  m  acetwB  553  of  titte  5,  United 
Smea  Code.  They  ahall  pfwride,  amoHg 
whef  ihinga  thai- 


(D)  Wa  Bwetiiig  BWyfce  held  M 
devctep'flf  iaplement  ■  valiuKaty  apefr- 
mem  cf  plan  of  action  under  ihia  aettiBBr 
uHleaa  a  Fedefai  employee  ethef  than-aa 
individual  ewpleyed  pufauaM  la  seetiea 
3109  at  titltf5.  United  6t8te9-6od< 
;pt  (hat  during  ai 


and  the  publie  shall  be  preeeded  by  timely 
and  adequate  natiee  with  identifieatian  of 
aueh  meeting  W  the  Attorney  CcnefBl.  tha 
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aheuld  ht  appfave^  and  shall  publiah  aitA 
»iewa  in  dw  Federal  neguwr.  The  Atwmey 
Oettewl.  i!  eonaulmiflH  with  the  Federal 
Tfade  CaBuniaaiBtt'ihe  Secfemy  of  Slaie. 

and  the  Adaiinigtfnlof ,  shall  have  the  right  to 
fcview.  amend.  aio^iSy,  diaappfave.  or 


revqiwd.  ihere  by  withdraw  pfoapeeiively  the 


purpwaea  of  this  » 


a  with  the  Fedefa) 


ahall  pfowulgate  fegula 


feecfda  related  ta  the  deretepmetit  and  im- 


(3)  Pefaoaa  develapiag  and  i^ 
plementiBgrqluinaryagfeeiwentaorplBBarf 
aetien  pufaunat  to  thia  aeetien  ahall  makwaitt 
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Bri»  tcquiftid  by  weh  nepilMiwt. 


Both  the  AWamqi  Owwl  Md  Hw  Fe^wri       ipea 


Fedefl  Twde  CaMaiaiian  wy  c««h 


United  SMMa  Code,  awcb  nriwaad  wgula ' 
tjam  M  nay  he  aeeeMMy  af  ^pwpriite  W 
eawy  am  their  i^apeetw*  tagpcMiMitwa 
uadef  <hig»eetiBB.T^eyM^bBthutiliBfrfaf 
iwdi  pMpBiM  lad  tor  pMfpawa  af  eafewe- 
MeBia^aadallpWBBeariBtredupwuhe 
Fedewl  Ttade  CoMMaafeB  at  the  Deptt- 
I,  ef  bath,  by  aay  aihef 


M  nf  law,  iBdudiagthfrai 


It  ftaecdurea  aei  PenaWea  A«ti 
Bf  the  Aadtwat  Civil  Pfeeesa  Aet;  and 
nrhefeTeratywehpreriaiaBqf  lawKfewW 
'ihe  pufpasM  et  ihia  Aet''  ef  lihe  lewaa,  the 
JlbcuBdemnpdt»bethi»»ea- 


wmlhiii  aial  llm  iiiliii  iiiiiiiwiltaiwl 


(tea  tahea  dafigg  a^^i 
wpply  enwrgeaer  i»  a 


tt«aueed  aatety  by  at- 


)at  autheMBd  aad  ap 


(li)Wepf8»i»iaBriihii»a«i8Mrtallba 


MitJag  w  ia  auj  waji  ttFBrtiwg  any  Ttmedy 
■  peaaly  <rtieh  nay  fewll  fnm  aaf  legat 


«CTieBarpfoeeedii^BriaiBgfrMnaiyeetaet 
pfaetieea  iwth  eeeuired  (1)  ptiaf  te  the  date 
af  BWMimeatBtd»i8»eetien.(S)eutiidelhe 


(j)(l)  ThefB  shall  he  available 
dtfaaaa  far  any  pewaB-W-ony  ei^il  a 


aai  aetiaa  bfaught  taf  vi 


(3)»t^»eqBeattaai»<a^ 


iaiwioa  -aWi  the  Sewetaty  af  State,  shall 
pepwt  aaaually  ta  the  Pteatdew  aad  the 
OBBffeM  wi  the  parfBHi 


pjavided  in  aath 


yGoogle 


artf  ow(  the  pmpatea  nf  ■  treay 
ti¥e  MeeMCBt  IB  which  the  Unite 


Mit  W  the  Caapeaa  aad  w  the-Pp 


ti¥e  ■peenent  W  which  the  Ut 
■  party  wioiapt 


tto.  repem  en  the        nette— 1  eeapewtiBH  hetweeB  the  UaiWd 
denanwllbwiBBW       SftettriaBeefmafefereiff  eauMHej.(50 


Meriea  iwth  fejpect  W  feo  qwqitww  a 
Meat,  eeMMBBly  Ibmww  m  the  Apee 
wan  huematioBal  Cm-ijj  Piagiai! 


neat,  cf  any  athei  fefw  ef  cenffeMiBHal 
^pfBYnlafthespMiCtfieiuuefiueheiieeu- 
live  agfeeaeM  ef  any  wlateri  anneit. 


U.S.CApp.aiiga) 


othef  ayeeweW  whkh  ha»beeB  Of  aay-in 
the  fature  hy  entefed  inta. 


ahall  he  deened  te  be  undemh 


(q)  It  6.  622.  Ninetr^onnh  Conffcas 
(the  Ebm  g  Paiier  and  CBBServatiwi  A«t)  is 
eiiaewd,tttcn(tffeCTivcaBthe<He«ivedate 
ef  the  prevuiaiu  of  S.  622  which  relate  ta 
yotuntaty  aereemenM  te  eawy 


plieable  ta  (1)  any  voluniaty  agreeiwent  ai 


m  develeped  ot  iMpiemented  tq 
'    3  ef  the  United  Dtatea 


aay  Toiuntarr  Bgreeineiit  er  plan 
whieh  felates  te  petroleum  pre 
which  a  developed,  in  whole  or 


Sec.  709.  Tlie  functioDi  exardied  under 
thit  Act  ihall  be  eatduded  from  the  operation 
of  the  Admimstrativc  Procedure  Act  (60 
StaL  237)  except  as  to  the  ie<iuirements  of 
sectioD  3  tbereot  Any  rale,  regulation,  or 
order,  or  amendment  thereto,  iuued  under 
autfaoiity  of  this  Act  ihall  be  acconqKuiied  by 
a  statement  that  in  the  fbnnulBtion  thereof 
there  has  been  consultation  with  indumy 
representatives,  including  trade  association 
representatives,  and  that  consideration  has 
been  given  to  their  recommendBtions,  or 
that  special  drcumstances  have  rendered 
such  consultation  impracticable  or  contiaiy 
to  the  imerest  of  the  national  defense,  but  no 
such  rule,  regulation,  or  order  shall  be  in- 
valid by  reason  of  any  subsequent  finding  by 
judicial  or  other  autbority  that  such  a  state- 
ment is  inaccurate.  (50  U.S.C.  App.  2159) 


Sec  711.  (a)  (Subsec.  (a)  was  repealed  by 
section  12(c)  (1)  of  the  Federal  Employees 
Salary  Increase  Act  of  195S,  69  Stat  180, 
June  28, 1955.)) 

(b)(1)  The  President  is  further 
authorized,  to  the  extent  be  deems  it  neces- 
sary and  appropriate  in  order  to  cany  out  the 
provisions  of  this  Act  and  subject  to  such 
regulations  as  he  may  issue,  to  employ  per- 
sons of  outstanding  experience  and  al^ty 
without  ct 
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(2)  The  Presidem  shall  be  guided  in 
tbe  aercise  of  the  autboiity  provided  in  thii 
lubsectioii  by  the  following  policies: 

(i)  So  &r  as  possAle,  cqiera- 
tiom  under  the  Act  shall  be  earned  on  by 
fuU'tiiiie  salaried  employees  of  the  Govern- 
ment, and  qipointmeots  under  this  auibori^ 
shall  be  10  advisory  or  consultative  positions 


BBd-tff  the  aegw 


ie.afO«ve 


whereuarief  shall 
M  Of  eaeemioa. 


(ii)  Appoin 
tions  other  than  advisory  or  consultative  may 
be  made  under  this  auiboriiy  only  when  the 
requirements  of  the  positions  are  such  thai 
die  incumbent  must  personally  possess  out- 
standing experience  and  ability  not  ob- 
tainable on  a  full-time,  salaried  basis. 

(ill)  in  the  appointment  of 
personnel  and  in  assignment  of  their  duties, 
the  head  of  the  department  or  agency  in- 
volved shall  take  steps  to  avoid,  lo  as  great 
an  extent  as  possible,  any  conflict  between 
the  governmental  duties  and  the  private  in- 
terests of  such  penoimeL 

(3)  Appointees  imder  this  subsec- 
tion (b)  shall  when  polity  matters  are  in- 
volved, be  limited  to  advising  appropriate 
full-time  salaried  Government  officials  who 
are  responsible  for  nuking  policy  decisions. 


by  SUehappniiiiL  l,  m  muMimnjm  wmi 

"MthlhepHwie  employer  of  suehappeinwe 
w  with  aiy  coiyawttoii,  jolat  sweh  eanpany. 

■■^■wMiM,B^,p*ilniinlii|i,wpMhpj»wtity 

iiiiliiHiiirwiiiiijiiiiifinni  iniitinitinfiiililuli 
the  appqinm  has  any  dircet  cf  indifeet  in- 

(ii)  exewptieg  hereuBJer 
shall  net  taicitd  la  laalBBgagr  reeoMMendtt- 


i,  OB  appeal  or«berwi»e. 


ion,  firm  partneHhip,  «t  ether 


emiq'  ia  the  penuriary  pfofits-ei 
which  the  appointee  has  arf  direct  o 


(iii)  exemptien  hereundef 
shall  net  eicteBd  to  the  pre 


in  by  ihe 
lypeiBtee,  or  partieipatien  by  the  appointee 

rolvingany 


in  aof  iashiwi  iw  the  pr 
BHheGe*eH 


moin.1  i*ji<eeniingirt>ieinl»e  ^peintee  nuu 
any  fespenaibilifrr  dnring  his  ewploymenl 
nnder  this  subseetiow,  dtwiffg  the  period  «f 
sweh  aempleyHient  and  the  further  period  of 
*— — "-*  after  the  t ■■—^ — -*— — '- 
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<4)  NanHthUMMllm  tmj  otbv 
pniflriiMon«w,tb«Pn*UMt,mpMlbidlaf 
tktf  MUafMMit  of  Ihi  pnpow  «r  tUi  MC- 
tloa  nqalnt  nek  acllaa,  ■>;  cnapt  wltk 
riip>ct  to  ^adOid  actMttM,  ptnoM  ^m 


or  uj  I 

lUi  rabparapiph  shall  appl^  only  wllk 
ra^vci  to  adhltlu  nadartakn  In  good 
lUth  wItUa  Um  Mop*  of  th*  OBplojrM's  offi- 
cial fDvanmiatal  duttM. 


(5)  >^ipoiiitmeiits  under  thii  sut>- 
tectioii  (b)  shall  be  supported  by  written 
cntificatioD  by  the  bead  of  the  employing 
department  of  agency— 

(i)  that  the  appointment  is 
necessary  and  qipropriate  in  order  to  carry 
out  the  provisions  of  the  Act; 

(ii)  that  the  duties  of  the  posi- 
tion to  v^ch  the  appointment  is  being  made 
require  outstanding  experience  and  ability; 

(iii)  that  the  appointee  has  the 
outstanding  e;q)erience  and  abOity  required 
by  the  position;  and 

(iv)  that  the  department  or 
agency  head  has  been  unable  to  obtain  a 
person  with  the  qualificatioDS  necessary  for 
a  full-time,  salaried  basis. 


iBO>)sballHewiththeDi'iistwtof 


«  Of  tgwwy,  Hw  title  at  Ha  paw- 
he  aaae  ni  his  pmWe  emptoyef; 


Di^iaina  (e»  ptihliaatiw 


a  bI  i»M«h-to-if 


iiittter,  er  ia  ■wMeh  ha  awi  tt  uriito  (0 
Ay>  pfaeedtBf  his  ^peiaMuul  liai  awe^ 


he  is.  ar  WW  withiii  60  daya  pfceeding  his 
appoianaeBt,  i  paHner,  and  the  aanea-ef 
tBf  ather  buaineaiea  in  whieh  he  Bwai,-^r 
iwthia  saeh  M  day  peried  has  ewwed  aof 
simflaf  imefeatAnheeadef  eaehsweeeed- 
iag  frnanth  pewed,  ihe  appaitee  shaD  Se 
■witli  aaeh  Di*i»ieB  fe>  puhlieatieB  ia  the 
Federal  Hegisief  a  Matemew  shawing  any 
tsdmiagwritperied: 


the  Federal  Registef  fer  publiet 


(6)'nithcBdsorth*dcpartiniBt«ar 
Bseadcs  making  appdndncnl*  ander  this 
inbsccdon  (b),  shall  Hlc  tilth  the  Office  of 
the  Federal  Register  for  pnbllcallMi  ia  Ihe 
Federal  Register  a  statement  Indndlnf  the 
nam*  of  the  appointee,  the  cmploylmg 
departmeal  or  ageacy,  the  title  of  the 
appointee's  posldon,  and  the  name  of  the 
■ppointec's  private  employer.  Any  sad  ap- 
pointee who  is  not  reqaired  to  Die  a  flnandal 
disclosare  report  pnrsoant  to  sections  201 
throng  211  oflhe  Ethics  in  Government  Act 
of  1978  or  a  confidential  financial  dis- 
closure statement  under  5  CFR  735,  shall 
nic  with  the  appointing  departmenloragcn- 
:  llsdng  the  names  ofaay  cor- 
poralloas  of  which  the  appalatea,  the 
■ppointec's  ^oose  or  dcpeadcat  ddld,  U  an 
eaaployee,  officer  or  director  or  wItUn  sbtOr 
days  preceding  the  appointee's  appointment 
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tf  hM  bMB  •■  ■■pliyii,  at- 

IV,  ar  ta  «Wck  ttqr  mm,  «r 

k«vt  iiiBiJ,  wiy  itrnkt,  fc««Ji,  • 
Ito— d«l  Itirwu.  —J  tha  BiBMoruT 

putBOTiUpi  la  wkMi  Ihi7  m^  «■  mi« 
wMhiB  liztj  <•;•  pno'l^  kk  w*lM- 
■Mt,  pattMH,  aad  tk*  MMM  of  u?  tthv 
bMJMMW  in  wUek  ifcy  im,  utj  ilwllir 
lattrnt.  AI  tk«  Mid  of  Mck  tmt  thvaaftv. 


€tai) 

CoBimiMioB-DlrBclor,  Oflic*  of  Pw*ciud 

MuogMMBt  shall  survey  appointmenis 

made  under  thu  subsection  and  shall  report 
his  findings  to  the  President  and  the  Joint 
Committee  on  Defense  Production  and 
make  such  recommendations  as  he  may 
deem  proper. 

(8)  Peisons  appointed  under  tbe 
authority  of  this  subsection  may  be  allowed 
transportation  and  not  to  exceed  S15  per 
diem  in  lieu  of  subsistence  while  away  from 
their  homes  or  regular  places  of  business 
pursuant  to  such  appointment 

(c)  The  President  is  authorized,  to  the 
extent  he  deems  it  necessary  and  appropriate 
in  order  to  cany  out  the  provisions  of  this 
Act.  to  employ  experts  and  consultants  or 
organizatons  thereof  as  authorized  by  sec- 
lion  55a  of  title  5  of  the  United  States  Code. 
Individuals  so  employed  may  be  compen- 
sated at  rates  not  in  excess  of  S50  per  diem 
and  while  away  from  iheir  homes  or  regular 


friaces  of  bastSM*  ibay  nay  b«  attawwd 
uauifxjrtUiOD  Md  not  to  esicood  $15  psr 
diem  iu  lieu  of  ntaJMeace  aad  other  expea- 
ses  «4ute  so  nu^yed.  Titc  Presidem  ti 
mthotiiMl  to  piwide  by  rcgulMi(»  for  the 
exeiiDCioB  of  ittdi  penoat  fron  the  open- 
ticm  of  lectioM  281, 2S3, 2S4, 434,  and  1914 
erf  titk  18  of  te  UoMed  Sttiei  Code  h^ 
(cctioa  190af  Ac  RcriMd  StHuta  (5  U.S.C 
99). 

(d)  The  President  may  utilize  the  ser- 
vices of  Federal,  State,  and  local  agencies 
and  may  utilize  and  establish  nich  regional, 
local  or  other  agencies  and,  utilize  such 
voluntary  and  unconq>entated  services,  as 
nay  from  time  to  Ciioe  be  needed;  and  he  is 
authorized  to  provide  by  regulation  tot  the 
exemptioa  of  persons  whose  services  are 
utilized  under  this  subsection  from  the 
operation  of  sections  281. 283, 284, 434,  and 
1914  of  title  18  of  die  United  Slates  Code  and 
section  190  of  the  Revised  Statutes  (5  U.S.C. 
99). 

(e)(1)  The  President  is  further 
authorized  to  provide  for  tbe  establisbmeiu 
and  training  of  a  nucleus  executive  reserve 
for  employment  in  executive  positions  in 
Govenunent  during  periods  of  emergency. 

Members  of  this  executive  reserve 


who  9 


not  fult-t 


en^loyees  m^  be  allowed  transponation 
and  per  diem  in  lieu  of  subsistence,  in  ac- 
cordance with  title  5  of  the  United  States 
Code  (with  respect  to  individuals  serving 
without  pay,  while  away  from  their  homes  or 
regular  places  of  business),  for  the  purpose 
of  participating  in  tbe  executive  reserve 
training  program.  The  Pfesideai  is 
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mAatimi  t»  ptyMa  hy  fegnlw 


WWhBMBBMMl 


tht  iapfagn*,  lb*  (MplqrM^  ip<MN  ar  d*- 


il  <«pl9ycai  ffB«  the 
a  381.383, 384,  434,  Md 


« 100  afthe  nwijuj  Eimiw  (S  USC 


9^ 


I  any  athtr 
prarMra  cftow.  th>  Pwridwit.  npoa  DndlBg 
that  acUavMaaiit  of  tb«  pvrpoac  of  lUa  Mc- 
tioa  rcqnini  sach  acttno,  auor  axmpt  with 
raipact  to  ipadficd  activlUai^  mcmba^  of 
thia  Bxacallva  rtaarva  irti»  bacomc  oupIoTwl 
by  tha  Fcdcnl  Gmamaani  dnriag  parioda 


•ncniiva  rasom  ttalBlng  prapaoi,  and 
thalr  prlvata  aaplajran,  froa  tha  aatltrvst 


(4)  ihaJ]  applj  mly  with  nsptct  to  acUvllica 
nndertakan  la  good  liiith  within  th*  jcopc  of 
tha  employees'  oOIcIbI  (OvcmmciitBl  duties; 

(3)  Tha  haaiis  of  tha  dapartDMnts  or 
i^twiaa  anptoylng  Baniban  of  tht  aiccn- 
tiva  mam  udarthU  sabaactloH  (a)  shall 
Ok  with  tha  Offlca  of  tht  Fedani  Raglilcr 

for  publlcatton  in  the  Federal  Rcglstar  a 
statemcnl  laclndlng  the  name  of  th* 
employee,  Ihe  employing  department  or 
agency,  (he  llllt  of  (he  employte*!  posilion, 
aad  Ihe  name  of  the  employee's  private 
onployer.  Any  snch  employee  who  is  not 
required  to  (lie  a  flnaadBl  dlsdorare  report 
pnrsnnnt  to  sections  201  through  211  of  the 
Ethics  in  Govaruncnt  Act  of  1978  or  a  eon- 
tUantlBl  flnaacial  disclosure  statement 
undar  5  CFR  735,  shall  Hie  with  the  employ- 
ing dqiartmenl  or  agency  a  statement  list- 
ing tha  namaa  of  any  corporations  of  which 


mploTMant  kai  feaaa  an 


Ik^  own,  ar  wflhte  itxQ' do]*  VMvdtag  Am 
hava  o«mad(  any 

and  tha  UMMi  afaiV  putnanh^  In  wUd 
th^ara,«rwacawlthhnljU)dBjainat«iUig 

tha  ^ployat's  amployaaanl,  partnars,  and 
tha  names  of  aay  othar  bulnassai  In  which 
thay  own,  or  wilhln  sneh  sfatty-d^  parlod 
havt  owned,  any  similar  Interest  At  tha  cad 
of  each  year  tharaafler,  th*  ^ployaa  shall 
db  with  tha  employing  departmaat  or  agan- 
cy  n  stalaBMnt  showing  any  diangea  in  inch 
Interests  during  such  period. 

(f)  Whoever,  being  an  offlcer  or 
employee  of  the  Uoited  States  or  ai^  depart- 
ment or  agency  thereof  (including  ai^  Mem- 
ber of  the  Senate  or  House  or 
Represeatatives),  receives,  by  vimie  of  Ms 
ofGce  or  employmeDt,  confidential  infbima- 
tioo,  and  (1)  uses  such  Information  in 
speoilaiing  directly  or  indirectly  on  ai9  com- 
modity exchange  or  (2)  disdoses  sudi  infor- 
mation for  the  purpose  of  aiding  ai^  other 
person  so  lo  speculate,  shall  be  fined  not 
more  than  S10,000  or  imprisoned  not  more 
than  one  year,  or  both.  As  used  in  this  sec- 
tion, the  term  'speculate'  shall  not  include  a 
legitimate  hedging  transactioa  or  a  pur- 
chase or  sale  which  is  accompanied  by  actual 
delivery  of  the  commodi^. 

(g)  The  President,  when  he  deems  sudi 
action  necessary,  may  make  provision  for  Ihe 
printing  and  distribution  of  reports,  in  sudi 
number  and  in  such  manner  as  he  deems 
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ippiopiiaic,  cDDCcniiiig  the  acdoos  calcen  to 
cany  out  the  objectives  of  this  Act  (SO 
U.S.CApp.2160) 

(h)  As  ns«d  in  this  scctlw  the  tana 
'udtmsl  lam'  ha>  the  lami  loMniBi  that 
it  hu  under  secdon  708. 

(1)  Notwlthitaadini  amy  other 
pKivlslDB  oT  law,  any  activities  conducted 
DDdcr  this  section  arc  exempt  ihnn  the 
operation  of  all  Federal  lam,  mies  and 
regulations  pertaining  to  advisoi?  conunlt- 


(j)  The  Pmidenl  shall  promnlpte 
regniaiioBS  implementing  tite  sxanptions 
contained  in  lalneGtions  (b)(4)  and  (a)  of 
this  section.  (50  U.S.C  App.  2160) 

Sec  711.  (a)(1)  Except  as  provided  in 
paragi^h  (2)  and  paragraph  (4),  there  are 
hereby  auttiorized  to  be  appropiiaied  such 
sums  as  may  be  necessary  and  appropriate 
for  the  carrying  out  of  the  provisions  and 
purposes  of  this  Aa  (including  sections  302 
and  3CG  and  far  paymenl  ot  interest  under 
subseetioB  (b)  of  ibis  seettoa.  but  MclutJing 
sections  305  and  306)  by  the  President  and 
such  agencies  as  he  may  designate  or  create. 
Funds  made  availabie  pursuant  to  this  para- 
graph for  ihe  purposes  of  this  Aa  may  be 
allocated  or  transfened  for  any  of  ihe  pur- 
poses of  this  Act.  with  the  approval  of  tlie 
Burenu  of  the  Budget  Ofllce  of  Managonent 
and  Budget,  to  any  agency  designated  lo  as- 
sist in  carrying  out  this  AcL  Funds  so  allo- 
cated or  transferred  shall  remain  available 
for  such  period  as  may  be  specified  in  the 
Acts  making  such  funds  available. 


(2)(  A)  Tliere  are  hereby  authorized 
to  be  ^iprcqniBted  without  fiscal  year  limita- 
tion oat  to  exceed  S3.000,000,000to  cany  out 
tlie  provisions  of  section  305  until  the  date 
on  which  the  authority  of  the  President 
under  such  section  ceases  to  be  efiective  in 
V"^'"1T  with  section  30S(k)(I).  Subject 
to  subparagraphs  (B)  and  (C),  all  sudi  Amds 
shall  remain  availabie  imtil  eqiended. 

(B)  Such  fiuids  may  be  expended 
to  carry  out  section  305  after  such  date  only 
if  such  fundsAvere  obligated  by  the  President 

before  such  date,  or  are  required  to  be 
retained  as  a  reserve  against  a  contii^ent 
obligation  incurred  before  such  date. 

(C)  Any  sums  appropriated  pur- 
suant to  this  paragraph  which  have  not  been 
expended  or  obligated  pursuant  to  sub- 
paragraph (B)  as  of  the  dale  determined 
under  section  305(k)(lj  or  are  not  required 
to  be  retained  as  a  reserve  against  a  coniin- 
gent  obligation  as  specified  in  subparagraph 
(B),  shall  be  transferred  to  the  Energy 
Security  Reserve  and  made  available  to  the 
Secretary  of  the  Treasury  or  the  United 
States  Synthetic  Fuels  drporation  pursuant 
to  section  195  of  the  United  States  Synthetic 
Fuels  Corporation  Act  of  1980. 

(3)  There  are  hereby  authorized  to 
be  appropriated  such  sums  as  may  be  neces- 
sary to  carry  out  the  provision  of  section 
305(k)(2). 

(4KA)  There  are  authotiied  (o  be 
1  fef  fiseaHreafs  1!)B7, 1088,  and 
l!JtWiwttBeMeeedll50.000.000Weany<ww 
the  pfawsiBaa  nf  jeetiBB  303.  exeept  that  net 
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ippnpriMtMsrfiMri^nar498?r 


JO^iif  fctriye—  1087, 19»,  mi  1W9 
aMf  Ml  mttti  llSftOOOtOQIV 


tloBt  302  md  303  and  siqriiet  kMM*  fammd 
by  ■&  t^Bocy  in  oufyiuf  out  its  ninftitfni 
under  lectkns  302  md  303  wbea  die  bnd  of 
tbe  ■gea^  detenninM  that  ndi  DM  lonci 
bsv^  occufTn^  and  (2}  tiw  vuiioul  mirtin 
vbIdb  (rffliB  [iiwflimy  01  imtCTiMi  pfpoircd 
under  uctkn  303  H  of  dte  Snt  diT  of  radi 


(4)  Tb««  mn  aatbarted  to  be  ap- 
proprlalMl  for  fbcal  jnn  1990, 1991, 19n, 
1993,  a>dl994  Bot  to  KCMd  S250,000,0M  I» 
can;  o>l  (k*  pnnliloBi  of  SMtkMU  341, 343 
and  303  of  thi  Act. 

(3)  Actkau  Ikal  WMld  ocMd  Ik* 
dolUr  UitU  In  SwUom  3a3(m)  m  hcrcbj 
anthoriud  for  tb«  followla|  iadaslrial 


(B)  reclamation  of  inpcrallo^r 


(O  accalaralMi  eoolad/dlrcet 
qMBckcd  stMl  plaia; 

(D)  thennodeclric  roolcn;  and 

(E)  oxide       dlsptrslon 
straigthcnid  sMcL 

(b)  Interest  shall  accrue  on  (1>  the 
cumulative  amauni  of  disbursements  [o 
cairy  out  the  purposes  of  sections  302  and 
303  (except  for  storage,  mainteuance,  and 
other  operating  and  administrative  expen- 
ses), plus  ai^  unpaid  accrued  interest,  less 
the  cunmlaiive  amount  of  any  funds  received 


beginning  July  1, 197S.  At  die  dote  of  eadi 
fiicil  year  there  shall  be  deposited  into  tbe 
Treasury  at  miscellaneous  receipts,  from  aiqr 
amounts  appropriated  under  this  sectteit,  an 
amount  which  tbe  Secreiaiy  of  tbe  T^vanuy 
determines  necessary  to  provide  for  die  pajk 
mem  of  any  interest  accrued  and  tu^ald 
under  tids  sulisection.  Tbe  nte  of  ittdi  Inter- 
est sliall  be  determined  by  die  Secretary  itf 
the  Treasury,  taking  into  considentlaa  tbe 
average  nurlcet  yield  during  tbe  month 
preceding  each  fiscal  year  on  outstandliig 
marlcetable  obligations  of  tbe  United  Stues 
with  one  year  remaining  to  maturity. 

See.  712.  (a)  There  is  berAy  esudilisbed 
■  joint  congressional  committee  known  as 
[he  Joint  Committee  on  Defense  Production 
(hereinafter  referred  to  as  tbe  committee); 
and 


( 1 )  Five  members  who  are  m 
of  the  Committee  on  Banldng  and  Currency 
of  the  Senate,  three  from  the  majority  and 
two  from  tbe  minori^  parry,  to  be  qipointed 
by  the  chairman  of  the  committee;  and 

(2)  FWe  membenwbo  are  members 
of  tbe  Coirmiittee  on  Rj"'"";  and  Corrency 
of  the  House  of  Representatives,  three  frran 
the  majority  and  two  from  tbe  minori^party. 
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to  be  appointed  by  ibe  duirman  of  the  com- 

(a)Avacancyiiittiemeiiibentupcrfthe 
committee  shall  be  filled  in  the  same  maimer 
as  the  original  lelectioa-  The  committee 
^haii  elect  a  chairman  and  a  vice  dtairmui 
from  among  its  members,  one  of  whom  shall 
be  a  Member  of  the  Senate  and  the  other  a 
Member  of  tbe  House  of  Rqiresentaiives. 

(b)  It  shall  be  the  fimction  of  the  com- 
mittee 10  make  a  continuous  iiudy  of  the 
programs  and  of  the  fairness  lo  consumers  of 
the  prices  authorized  by  this  Act  and  to 
review  the  progress  achieved  in  the  execu- 
tion and  administration  thereof.  Upon  re- 
quest, the  committee  shall  aid  the  standing 
committees  of  the  Congress  having  legisla- 
tive jurisdiction  over  any  part  of  tbe 
programs  authorized  by  this  Act;  and  it  shall 
make  a  report  to  tbe  Senate  and  the  Hotise 
of  Representatives,  from  time  lo  time,  con- 
cerning the  results  of  its  studies,  together 
with  such  recommendations  as  it  may  deem 
desirable.  Any  department,  official,  or  agen- 
ts administering  any  of  such  programs  shall, 
at  the  request  of  the  committee,  consult  with 
tbe  committee,  from  time  to  time,  with 
respect  to  their  activities  under  this  Act 


(c)  The  , 
authorized  subcomn 
authorized  to  hold  such  I 
an  at  such  time  and  places,  to  require  by 
subpena  (sic)  (to  be  issued  under  the  signa- 
ture of  the  chairman  or  vice  diairman  of  the 
a  otherwise  the  attendance  of 
s  and  the  production  of  sudi 
books,  papeis,  and  documents,  to  administer 
such  oaths,  lo  take  such  testimony,  to 


procure  such  printing  and  binding  anH  to 
make  such  expenditures  as  ii  deems  ad- 
visable. Hie  provisions  of  sections  102  to 
104,  inclusive,  of  the  Revised  Stamtes  shall 
af^ly  in  case  of  any  failure  of  any  witness  to 
crafty  with  toy  subpens  (sic)  or  to  testify 
triien  summooed  under  aiithwi^  of  this  sut^ 


(d)  The  committee  is  authorized  to  ap- 
point and,  without  regard  to  the  Classifica- 
tion Act  of  1949,  as  amended,  fix  the 
compensation  of  such  expen,  constiltonts, 
technicians,  and  organizations  lheret>f,  and 
clerical  and  stenogr^hic  assistants  as  it 
deems  necessary  and  advisable. 


(e)  The  expenses  of  the  c 
under  this  section,  which  shall  not  exceed 
1100,000  in  any  fiscal  year,  shall  be  paid  from 
the  contingent  fund  of  the  House  of  Repre- 
sentatives upon  vouchers  signed  by  the 
chairman  or  vice  chairmaiL 

(f)  Tie  Secretary  of  Commerce  shall 
make  a  special  investigatitm  and  smdy  of  the 
production  allocatioa,  distribution,  use  of 
nickel,  of  its  resale  as  scrap  and  of  other 
aspects  of  the  current  simation  with  respect 
to  supply  and  marketing  of  nickel,  with  par- 
ticular attention  to,  among  other  things,  the 
ade(|ua<7  of  the  present  system  of  nickel 
allocation  between  defense  and  civilian 
users.  The  Secretary  of  Conmierce  shall  con- 
sult with  the  Joint  Committee  on  Defense 
Production  during  the  course  of  such  inves- 
tigation and  study  with  respect  to  the 
progress  achieved  and  the  results  of  the  m- 
vestigation  and  study,  and  shall  make  an  in- 
lerim  report  on  the  results  of  the 
investigation  and  study  on  or  before  August 
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lJ,19S6,aiiditull,onorbe 
31, 193£t  main  a  finil  report  on  tbe  resulti 
of  ndi  iin«tIptlon  and  study,  togetberwhh 
such  recommeiKlatioiii  m  tbe  Secretary  of 
Commerce  deem  advisable.  Sudi  report! 
shill  b«  made  to  the  Senate  (or  to  tbe 
Secretary  <tf  tbe  Senate  ff  tbe  Senate  li  not  In 
session)  and  to  the  Honse  of  Rapre- 
lentatiTes  (or  to  tbe  Clerk  of  the  House  of 
Represeniathres  if  the  House  is  not  inses- 
Am).  (50  U^C  App.  2162) 

See.  713.  The  provisloas  of  this  Act  shall 
be  applicable  to  tbe  United  States,  its  Ter- 
rilMies  and  possessions,  and  the  District  of 
Columbia.  (50  U.S.C  App.  2163) 

Sec.  714.  [The  Small  Defense  Plants  Ad- 
ministraiion  created  by  this  sectiaD,  added 
by  tbe  Defense  Production  Aa  amendments 
of  1951,  was  terminated  at  the  dose  of  July 
31,  1953,  and  was  succeeded  by  tbe  Small 
Business  Administration  created  under  the 
Small  Business  Act  of  1953,  and  was  suc- 
ceeded by  the  Small  Business  Administra- 
don  created  under  the  Small  Business  Act  of 
1953.  For  purposes  of  section  301(a)  of  this 
Act,  section  714(a)(1)  defined  a  small-busi- 
ness concern  as  follows:  'a  small-business 
concern  shall  be  deemed  lo  be  one  which  is 
independently  owned  and  operated  and 
whi<ji  is  not  dominant  in  its  field  of  opera- 
tion," and  provided  that.  The  Administra- 
tioo,  is  making  a  detailed  definition,  may  use 
these  criteria,  among  others  independency 
of  ownership  and  operation,  number  of 
en^iloyees,  dollar  vohmie  of  business,  and 
itsfieldT 


See.  715.  If  any  provision  of  this  Act  or  the 
application  of  such  provision  to  any  person 


or  drcnmsfnces  *1mI1  be  held  invalid,  die 
remainder  of  tbe  Act,  aoddie^iirilcxikinaf 
such  piuvisfoii  to  penoni  or  drcumitaticci 
otber  tban  those  as  to  irincta  it  Is  held  hmlid, 
shall  not  be  alEected  tberdiy.  (30  USjC 
App.2I«4) 

See.  71C.  That  no  person  maj  be 
empioyed  under  this  Act  iriu  enpgei  In  a 
strike  against  the  Govemmem  of  die  Unim) 
StatesoriiriioisamemberofanotBaniiatloii 
of  Government  employees  dMt  asserts  toe 
right  to  strike  against  the  Govemmem  of  tbe 
United  States,  or  vdio  advocates,  or  ndio  fi  a 


tbe  overthrow  of  tbe  Govemmem  of  tbe 
United  States  by  force  or  vitrience:  Aoride^ 
That  for  the  purposes  hereof  an  afBdavit 
shallbe  considered  prima  bde  evidence  dm 
tbe  person  making  tbe  afBdavit  has  not  GOD- 
traiy  to  the  provisions  of  this  section  engaged 
in  a  strike  against  the  Govenmiem  of  the 
United  States,  is  not  a  member  of  an  or- 
ganization of  Govemmem  employees  that 
asserts  the  right  to  strike  against  tbe  Govem- 
mem of  tbe  Uiuted  States  or  that  sudi  person 
does  not  advocate,  and  is  not  a  mendjer  of  an 
organization  that  advocates,  tbe  overthrow 
of  the  Government  of  the  United  States  by 
force  or  violence:  Provided  furAer,  That  aiqr 
person  who  engages  in  a  strike  against  tbe 
Government  of  tbe  United  States  or  who  is 
a  member  of  an  organization  of  Govemmem 
employees  that  asserts  the  right  to  strike 
against  the  Government  of  the  United 
States,  or  who  advocates,  or  who  is  a  member 
of  an  organization  that  advocates,  the  over- 
throw of  the  Government  of  the  United 
States  by  force  or  violence  and  accepts 
employment  the  salary  or  wages  for  which 
are  paid  from  any  appropriation  or  fund  con- 
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tained  in  this  Act  shall  be  guilty  of  a  felony 
and,  upon  conviction,  shall  be  Gned  not  more 
than-Sl;eeS  $1I>,IN0  or  inqnivmed  tea  not 
more  than  one  year  or  both:  Aoviijerf^trtfter, 
That  the  above  penalty  daiue  shall  be  in 
additioii  to,  and  not  in  substiiuiion  for,  any 
other  provisions  ol  exisiiog  law.  (50  U.S.C 


atk  in.  end  litk  vn  (eita 


Beptewber  30.  1989.  Pr 

authafity  hefeby  ef  hefeaftef  CMtended 

andcrtMeniBfthiaAetshalibeegeetw'efaf 

aay  foeal  yew  ariy  IB  such  erteat  of  in  weh 


me  ai  the  elese  af  July  31, 1W3.  See 


104.  title  n.  and  title  VI  of  tte  Act.  md  all 
authority  ewiferfcd  thcfeuitdcf  atieU  ter- 
minate at  theeiMCftflmie  30, 1953.  Title  IV 


thcfeuHdef.  shall  t« 


April  30. 1W3- 

Scc  717.  (a)  Title  1,  title  HI,  and  titit  Vn 
or  Ibis  Act  shall  be  permanent  as  of  October 
1,1989.  Provided.  That  all  anlhorlty  hereby 
made  pcmianenl  under  Title  in  of  this  Ad 
shall  be  effective  Tor  any  fiscal  year  only  to 
such  extent  or  in  such  amonnts  as  are 
provided  in  advance  in  appropriation  Acts. 

(b)  Notwithstanding  the  foregoing— 


(I)  The  Congress  by  t 
resolution  of  the  President  by  pFOdamation 


(2)  The  Congress  may  also  provide 
by  concuireni  resolution  that  aiiy  section  of 
this  Act  and  all  authority  conferred  there- 
uniler  shall  teimiiiate  prior  to  the  termina- 
tion  otherwise  provided  therefor. 

(3)  Any  agew?  created  under  this 
Act  may  be  continued  in  existence  for  pur- 
poses of  liquidation  for  not  to  oiceed  six 

months  after  the  lermination  of  the 
provision  authorizing  the  creation  of  such 
agency. 

(c)  Hie  lenninatioa  of  any  section  of 
this  Act,  or  of  any  agency  or  corporation 
utilized  under  this  Act.  shall  not  affect  the 
disbursement  of  funds  under,  or  the  carrying 
out  of,  ai^  contract,  guarantee,  commitmem 
or  other  obligation  entered  into  pursuant  to 
this  An  prior  lo  the  date  of  such  termination, 
or  the  taking  of  any  action  necessary  to 
preserve  or  protect  the  interests  of  the 
United  States  in  any  amoimts  advanced  or 
paid  out  in  carrying  on  operations  under  this 
Act,  or  the  taking  of  any  action  (including  the 
making  of  new  guarantees)  deemed  by  a 
guaranteeing  agency  to  be  necessary  to  ac- 
complish the  orderly  liquidation,  adjust- 
ment, or  settlement  of  any  loans  guaranteed 
under  this  Act.  including  actions  deemed 
□ecessary  to  avoid  undue  hardship  to  bor- 
rowers in  reconvening  to  normal  civilian 
production;  and  all  of  the  authoiity  granted 
to  the  President,  guaranteeing  ^endes,  and 
fiscal  agents,  under  section  301  of  this  Act 
shall  be  applicable  to  actions  taken  pursuant 
to  the  authority  contained  in  this  subsection. 
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Notwitteundliig  any  otber  praviiloii 
of  tUt  Act,  dM  tenniiiatiaD  of  title  VI  or  any 
Hcliaa  dwteof  shall  Doi  be  comtnied  ai  af- 
{Kting  uqr  oUlgition,  conditioii,  liabili^,  or 
ranktion  uiiiiig  out  of  my  ■greement, 
heretofore  entered  into  punouit  to,  or 
under  tbe  nthofity  <^  wctkm  602  or  section 
6(B  of  tbji  Act,  or  eiqr  tsHnnce  thereunder, 
by  iny  peison  or  corporation  and  the  Federal 
Govenonem  or  ai^  agency  thereof  relating 
to  the  provision  of  housing  for  defease 
workers  or  military  personnel  in  an  area 
designated  as  a  critical  defense  housing  area 
pursuant  to  law. 

(d)  No  action  for  the  recovery  of  any 
cooperative  payment  made  to  a  cooperative 
association  by  a  Market  Administrator 
under  an  invalid  provision  of  a  milk  market- 
ing order  issued  by  the  Secretary  of  Agricul- 
ture pursuant  la  the  Agricultural  Marketing 
Agreement  Act  of  1937  shall  be  maintained 
unless  such  action  is  brought  by  producers 
specifically  named  as  party  plaintiffs  to 
recover  their  respective  share  of  such  pay- 
ments within  ninety  days  after  the  date  of 
enactment  of  the  Defense  Production  Act 
Amendments  of  19S2  with  respect  to  any 
cause  of  action  heretofore  accrued  and  not 
otherwise  barred,  orwiihin  ninety  days  after 
accrual  with  respect  to  ftirure  payments,  and 
unless  each  claimant  shall  allege  and  prove 
(1)  that  he  objected  at  the  hearing  to  the 
provisions  of  the  order  under  which  such 
payments  were  made  and  (2)  that  he  either 
refused  to  accept  payments  computed  with 
such  deduction  or  accepted  them  under 
protest  to  either  the  Secretary  or  the  Ad- 
ministrator. He  district  cotirts  of  the  United 
States  shall  have  exclusive  original  jurisdic- 
tion of  all  such  actions  regardless  of  the 


amount  involved.  TUs  subsectitm  shall  not 
a{q))y  to  fondt  held  In  escrow  punuwt  to 
court  order.  Notwithstanding  ai^  odwr 
provision  rf  this  Act,  n 
shall  be  applicable  to  I 
U.S.CJ^.2166) 

Sec  TIS.  Tint  Comptroller  Goenl,  ta 
cooperation  with  the  Secretary  of  Defiaie 
and  the  Director  of  the  Bureau  of  the 
Budget,  shall  undertake  astudy  to  detennliK 
the  feasibility  of  q^lylng  uniform  cost  ac- 
counting  standards  lo  be  used  in  all 
negotiated  prime  contract  and  subcontnct 
defense  procurements  of  S100,000  or  more. 
In  carrying  out  sudi  study  the  ConqKroDer 
General  shall  ctmsult  with  representattvei  of 
the  accounting  profession  and  with  rqire- 
sentatives  of  that  segment  of  American  hi- 
dustty  wbidi  is  actively  engaged  in  defense 
coatractisg.'Ilie  results  of  sud]  study  shall  be 
reported  to  the  Committees  on  WanUng  and 
Currency  and  the  Coimnittees  on  Armed 
Services  of  the  Senate  and  House  of  Repre- 
sentatives at  the  earliest  practicable  date,  but 
in  no  event  later  than  eighteen  moffihs  after 
the  date  of  enactment  of  this  section.  (SO 
U.S.CApp.2W7) 

Sec  719.  Repealed.  P.  L.  100-679  Sec  Sb 


en  Supplies  aad  Showeges  Aet  of  1974*. 


(b)  FINDINGS.  ■(!)  The  United 
!es  is  inereaaiBgly  depei 
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wn  of  iht  woBomy. 


Senate  and  the  majority  and  nuBority  iea^tj 
ot'the'HwMC  of  RtpfcaewMHivM.  ahnll  ap- 
poiM  fire  Meail»eH  af  the  Coiwmiaginn  from 
among  peraona  in  pfwMe  life; 


ahftHage*  and  advei 


Bgencies  and  lo  lite  CowgCM. 


to  »ewe  iHtham  ttdditiaaal  eampemat 
and  way  appeini  additiBHal  noiwetiiig  en 


a  being  eewidefed  by  ihe 


Mt  (3)  The  President  of  the  StBQte. 

5  effeettve  and'  infBtmed        after  eoMulmioH  iriih  the  majnriq'  and 


ahoftagw  and  to  fcpow  to  the  Pf  eaidi 
the  CaagreM  on  needed  iiutitutianal  adjta 


aheftagea  and  an  the  ei 


aining  and  pfedteling 


idtheSpealtflfefihelletueainepfe 


af  Representativea.  shttU  appoint  we  Repee- 
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a  wwe  without  rttftto— 1  enapcM 


«hatM|«ti  prawfaiM,  8f  adwnWa*); 


(g)  FUNCnONSOFTHE  COMMIS- 
6ION."l(  ahall  be  the  faaetiwi  of  the  Cbm- 
miaaiOTtBmahcKpprewtbePrMwkBtMid 
to  the  CawgfeM  ■nth  feapeet  tfr- 


^t>-ihe-eig«ej 


r  ppMibflity  of 


pfeheaaive  gifategie  tia4  ecBHOini* 


ffteilitatmhe  availebiUtyofoa 


mew,  pritc  or  buatnew  practiwy,  of  mafttet 
aA-eraitiMttgeCTiBgthewipply  of  any  natural 
foaoBfeM,  faw  agfieMltufe  eamMB^ities; 


fed  pforfuets  ( inelwdiHg 


any  poaaibto  'iBtpBitmcat  of  pforfu« 


'wthfeapewt8pafagfttpiu(l>,(a);t3>.-<*)<* 
thia  whaeetioB  eaii  be  awat  eifeetively  tai 
eeaaomeally  gathefed  aai  eoortinatedt 


may  feault  front  jhortagea  in 


fed  product),  plant  or  equipat 


latef  than  Decewbef  31, 1976,  in  the  Pfca^ 
dent  twd  the  CoagfeM  on  spedfie  tceon- 
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HthtJiBg  the  adwaaWtily  of  ea 
MbliahiHg  an  indepeti^Ht  agenqi  la  pwwide 
(or  »  eBaipfehenMve  date  eollerten  aad 
aiewige  jyatein.  t»  *i^  ia  exaniaatiaH-aB^ 
imlyMa  af  ihe  auppliea  aad  ahprwgpi  in  thu 
cwwowqroftlw  United  States  mriiBfelatwtt 
w  the  few  rf  the^wrid  The  OoBMiiMwa 
atj,  niitil  March  31,  1977,  pfepaw,  publiah 


a  the  PfMWoM  vb6  the  Cb»- 


grcM  aueh  ethef  feparta  airi^eee 


(j)  CTAFF  AND  POWERS  Ot"fHE 
eOMMISSION.-<l)  Subjeet  ta  wieh  fulea 
and  ngaiMoBH»HwKf  tivpti  the  CawiHii^ 

(A)  ippaiai  and  fia  the  eanpea- 

ppafided  i&r  lerel  ID  at  the  Eiieeuti¥e 

UtBteJ  Statea  Cede,  and  atieh  additianat 
Kaff  pewoHHel  m  to  deemed  ■Beeeweqi 
witheut  eegafd  tn  the  pwwiana  ef  title  S, 


regional  and  Slnte  govemmcHtal' jurisdte- 
twM.  Fof  the  purpose  ef  eawyiag  out  the 


wtherited  la  be  appwpnatgd  b< 


availaMe  tmtil  Mafeh  3 1. 


Ht)  ASSISTANCE  OF  GOVERN- 
MENT ACE>tCIES."Ea«h  deparuBcnt. 
ageitqr.-  and  iaatwreemality  at  the  Federal 
ineludittg  the  CeggfCMrc 
e  CeaatiBitiaH  af  the  Ua" 
States,  aad  iadepewdent  ageneiei 
luthetited  and  diweted  ta  fafntoh  te 


yGoogle 


jwy  IB  wwy  — <  itriiMMliw 


m^r  tw  nlvwt  to  oqr  »dMiiiiBruliw  or 
^■/iLi.i  *w<M  Of  prnftiilliig  riinhdn  hi  ihli 
MbMedoB  ihaU  ba  GooKnied  to  prevent  db- 


»fthitAw.(MU.6.Ci^.aiW) 

AUTHOftTTY  TO  REVIEW  CERTAIN 

MERGERS,  ACQUISITIONS,  AND 

TAKEOVERS 

Sm.  T2L  (a)  INVESnGATIONS.-The 
Piendem  or  tbe  Prendent's  desgnee  m^ 
make  an  iitv«stigatioa  to  determine  ibe  ef- 
£BctiiHiiiaiioDalseauityofmergen,acquisi- 
tioiis.  and  Ukeoven  proposed  or  pending  on 
or  after  the  date  of  enactment  of  tbii  section 
by  or  with  foreign  peraom  which  could  result 
in  foreign  control  of  persons  engaged  in  in- 
terstate commerce  in  the  United  States.  If  it 
is  deteimined  that  an  investigatton  should  be 
imdenaken,  it  shall  commence  no  later  than 
30  days  after  receipt  by  the  President  or  the 
President's  designee  of  written  notification 
of  the  proposed  or  pending  merger,  acquisi- 
tion, or  takeover  as  prescribed  by  regulations 
promulgated  pursuant  to  this  section.  Such 
investigation  shall  be  completed  no  later 
than  45  days  after  such  deienmnation. 

(b)  CONnDENTIALITY  OF  IN- 
FORMATION."Any  information  or 
documentaiy  material  filed  with  tbe  Presi- 
dent or  the  President'i  designee  pursuant  to 
this  section  shall  be  exempt  &om  disclosure 
under  section  552  of  title  5,  United  States 


(c)  ACnON  BY  THE  PRESIDENT.- 
-Subiecttoiub>ection(d),tbefte«ideiitmay 
take  such  actioD  for  such  time  at  the  Freei- 
dent  cotttiden  appropriate  to  suspend  or 
prohibit  any  acquisition,  merger,  or 
takeover,  of  a  person  engaged  in  interstate 
GOfflmerGe  in  tbe  United  States  proposed  or 

pttytitlg""  nfft>Ttli>H«wn/*n«jrnMni  irf 

this  sectioD  by  or  with  fbieigD  penoM  SO  that 
tudi  cratiol  will  not  threaten  to  impaii  the 
aational  securi^.  Tbe  President  shall  ai^ 


to  this  subsection  not  later  than  IS  d>^  after 
the  investigation  described  in  subsection  (a) 
is  coD^leted.  The  President  may  direct  the 
Attorney  General  to  seek  appropriate  relief 
including  divestment  relid,  in  tbe  district 
courts  of  tbe  United  States  in  order  to  inqile- 
mem  and  enforce  this  section. 

(d)  FINDINGS  OF  THE  PRESI- 
DENT.~The  President  may  enrdse  the 
authority  conferred  by  subsection  (c)  only  if 
the  President  finds  that- 

(1)  there  is  credible  evidence  that 
leads  the  President  to  believe  that  the 
foreign  interest  exercising  coatnri  mi|)it 
take  action  that  threaieoi  to  impair  the  na- 
tional securiQ',  and 


yGoogle 


(2)  provisioiu  of  law,  other  than  this 
MCtitHi  and  the  Intenutioaal  Emergen^ 
Economic  Powers  Aa  (50  U.S.C  1701- 
1706),  do  not  b  the  President's  judgment 
provide  adequate  and  appropriate  authori^ 
for  the  Preddeni  lo  protect  the  natioiial 
securi^  in  the  matter  before  the  Presidem. 
The  proviiioiu  of  n^isection  (d)  of  this  sec- 
tion shall  not  be  subject  to  judidal  review. 

(e)  FACTORS  TO  BE  CON- 
SIDERED.—For  purposes  of  this  section, 
the  President  or  the  President's  designee 
may,  taking  into  account  the  requirements  of 
national  security,  consider  among  other  be- 


(1)  domestic  production  needed  for 
projected  national  defense  requirements, 

(2)  [he  capability  and  capacity  of 
domestic  uidusiries  to  meet  national  defense 
requirements,  including  the  availability  of 
human  resources,  products,  technology, 
materials,  and  other  supplies  and  seivices. 


(3)  the  control  of  domestic  in- 
dustries and  commercial  activity  by  foreign 


citizeni  as  it  affects  the  capability  and 
capad^  of  the  United  States  to  meet  the 
I  of  national  security. 


(f)  REPORT  TO  THE  CONGRESS.- 
-If  the  Preddent  determines  to  take  action 
under  tnbMCtion  (c),  the  President  shall  im- 
mediately transmit  to  the  Secretary  of  the 
Senate  and  the  Clerk  of  the  House  of  Rep- 
resentatives a  written  report  of  the  action 
which  the  President  intends  to  take,  includ- 
bg  a  detailed  explanation  of  the  findings 
made  under  subsection  (d). 

(g)  REGU1ATI0NS.-The  President 
shall  direct  the  issuance  of  regulations  to 
carry  out  this  section.  Such  regulations  shall: 
to  the  extent  possible,  minimize  paperwork 
burdens  and  shall  to  the  extent  possible  coor- 
dinate reporting  requirements  under  this 
section  with  reporting  requirements  under 
any  other  provision  of  Federal  law. 

(h)  EFFECT  ON  OTHER  LAW.- 
Nothing  b  this  section  shall  be  construed  to 
alter  or  affect  ai^  existiog  power,  process, 
regulation,  investigation,  enforcement 
measure,  or  review  provided  by  any  other 
provision  of  law.  (50  U.S.C  App.  2161) 
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LiraSIATIflN  AMENDING  C»EX- 

T1NDING  THB  DCnNaC  PRODUC- 
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Pnbllc  Uw  87-30S,  SmaU  I 
5(b),  75  Stat  6tf7. 


Poblfc  Law  96,  SZd  Conpen,  tmendmBnti 
arJuly31,19Sl,6SStU.131. 

Public  Law  139,  S2d  Congreu,  Defense 
Housing  and  Communliies  Facilities  and 
Seivjcei  Act  of  September  1, 1951,  sec.  602, 


Public  Liw  89-4S2,  irniendment  of  June  3ft 
1966, 80  StU.  235. 


Public  Law  94,  84tli  Congress,  Federal 
Employees  Salaiy  Increase  Act  of  June  28, 
1955,  see:  12(gX1),  69  StaL  18a 

Public  Law  119,  84th  Congress,  Joint 
Resolution  of  June  30, 19SS,  69  Stat  225. 

Public  Law  295, 84tb  Congress,  amendmenis 
of  August  9, 19S5, 69  SUL  580. 


Public  Law  86-560,  amendment  of  June  3ft 
196ft  74  SiaL  282 


Public  Law  91-30ft  Joim  Resolution  of  June 
30, 197ft  84  Sut  367. 


Public  Law  91-371,  Joint  Resolution  of 
August  1, 197ft  84  SiaL  694. 


Public  Law  91-452,  Organized  Crime  Con- 
trol Act  of  October  15, 197ft  title  II,  sec  251, 

84  Stat  931. 

Public  Law  92-325,  amendment  of  June  3ft 
1972, 86  Stat.  39a 

Public  Law  93-155,  Fiscal  Year  1974  Depart- 
mem  of  Defense  ^ipropriation  Authtniai- 
tion  Act  of  November  16,  1973,  title  Vm. 
tec.  807(b),  S7  Stat  615. 
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Public  Law  93-323,  Joint  Resobitioa  of  June 
3a  1974, 88  Stat  28a 


Public  Law  93-367,  Joint  Resolution  of 
August  7, 1974, 88  Stat  419. 


Public  Law  94-9,  Joint  Resolution  of  Maicb 
21, 1975, 89  Stat  15. 

Public  Law  94-42,  Joint  Resolution  of  June 
28, 1975, 89  Stat  23X 

Public  Law  94-72,  Joint  Resolution  of 
Ai^ust  5, 1975, 89  Stat  399. 


Public  Law  96^L  Strategic  and  Critical 
Materials  Stodc  Filiog  Revisioa  Aa  of  1979, 
July  3a  1979, 93  Stat  319. 

PufaUc  Law  96-77,  Eatemion  of  the  DefcflM 
FiodnctionAa  of  19Sa  September  29, 1979, 
93  Stat.  588. 


Public  Uw  96- 188,  E 

Prodnctioit  Act  of  I95a  Jannaiy  28. 198a  M 

Stat  3. 

PuUic  Law  96-25,  Extension  of  the  Defense 
FrodDction  Act  of  195a  April  3,  19Sa  94 
StaL3ia 

nibllcLaw96-2SaE]aensioii  of  the  Defense 
.  Act  of  195a  M^  26,  198a  94 


Public  Law  94-153, 

December  16, 1975, 89  Sut  822. 


871. 


Public  Law  94-22a  Joint  Resolution  amend- 
ing effective  dale  of  certain  provisions  of  Ibe 
Defease  Production  Act  Amendments  of 
1975.  February  27,.1976, 90  Stat  195. 

Public  Law  94-273,  Fiscal  Year  Adjuitmem 
Act,  V^wil  21, 1976, 90  Stat  375. 

Public  Law  95-37,  Extensioii  of  tbe  Defense 
Production  Act,  June  1, 1977, 91  Stat  178. 


Public  Law  96-294,  Energy  Security  Act 
June  3a  198a  94  Stat  611. 

Public  Law  97-47,  Extension  of  Defense 
Productioa  Act  September  3a  1981. 

Fubilc  Law  97-336,  to  extend  tbe  eiqnration 
date  of  tbe  Defense  Production  Act  of  195a 
October  15, 1982;  96  Stat  163a 

Public  Law  98-12,  Extend  by  six  months  ex- 
piration date  of  Defense  Production  Act  of 
195a  Mardi  29, 1983;  97  Stat  S3. 

Public  Law  98-18L  Bnension  of  Defense 
Production  Act,  November  3a  1983. 

Public  Law  98-265,  to  extend  the  expiratioa 
date  of  the  Defense  Production  Act  of  19Sa 
J^nO  17, 1984. 
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Public  Ltir  99-441,  DefeneFiDdnctkn  Act        PabUc  Lsw  100-679.  OfBea  of  Fed«nl 
AnwndmBim  at  1986,  October  3, 1966, 100       Procmnwn  Ftdiqr  Act  Amendnwun 
SttL  1117. 
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Xa  raquastad,  wa  hava  raviawad  tha  FT  19S»  Joint  Military  Mat 
XasassBant  (19S9  JXHA]  praparad  by  tba  Dapartaant  of  Dafansa 
(DoD) .   Tha  following  ooMwanta  ara  provldad  on  tha  capability  of 
tba  D.e.  industrial  basa  to  raapoud  to  «  national  anargaacy  aa 
addraaaad  in  tha  unolaaalflad  varaion  of  Ita  1>89  JHNA.   wa  datar 
to  DoD  on  its  aBsasamant  of  Bilitary  oepabilitlaa. 

Tha  raport  statas  that  In  a  potantlal  oonfliot  tha  Waraaw  Fact 
would  likaly  hava  an  initial  advantaga  In  Induatrial  ■obillaation 
bacausa  of  tha  larga  parcantaga  of  paaoatlna  rasouraaa  diraotad 
to  military  raquiramanta ■   In  an  atfort  to  ovazcoma  thla  initial 
dtsadvantsga  nobilizatlon  plannara  ara  attamptlng  to  Idantify 
opazatioDBl  raquironanta  mora  praoisaly  and  natoh  thaaa 
rsquirsmants  to  idantifiad  manufacturing  oapabilltias.   Whan  a 
shortfall  la  idantifiad  actions  can  ba  takan  to  ramady  tha 
problsB  bafors  a  crisis  davolops. 

Tha  Joint  induatrial  Mobiliiation  Planning  Prooaas  (JINFP) 
Bahoncas  dafonsa  raadinaas  by  linking  oparational  logiatlo 
rsqulramants  with  ozisting  logistics  and  Induatrial  baao 
production  capabllltiaa.   Tha  radaral  Emargancy  Managomant  Agancy 
(7EHX)  supports  tha  JIKPP  and  racognlias  tha  fundamantal 
nacesslty  of  this  planning  tool.   FEMA  plans  to  uss  JIMPP  modal 
outputs  in  ita  own  assaaaiiBnt  of  mobilisation  capabllltiaa. 

In  addition,  fBHX   la  working  cloaaly  with  dod  to  davalop  and 
implamant  tha  Oraduatad  Mobilisation  Responsa  (OMR)  aystam  that 
focusas  on  intaragsncy  actions  to  ba  takan  basad  on  certain 
ambiguous  warnings  that  signal  a  potantinl  throat  to  national 
security.   FEMA  recently  proposed  the  attached  Defense 
Mobilisation  Order  (DHb)  on  OMR  in  the  Federal  Register.   The  DHO 
provides  guidance  to  Agencies  in  the  implementation  of  OMR.   DoD 
is  expected  to  take  preparatory  actions  baaed  on  such  warnings 
including  investments  to  build  up  inventories  of  critical  parts 
and  components. 

Civilian  agencies  can  take  preparatory  aatlona  and  sponsor 
Investments  under  Title  III  of  the  Detanse  production  Act  to 
expand  and  upgrade  essential  resource  capabilities  that  would 
otherwise  eicperlence  shortages  during  a  major  mobillaBtion.   We 
believe  that  these  aystems  provide  evidence  of  continued  progress 
in  mobiliiation  preparedness. 
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DEPARTMENT  OF  DEFENSE  COMMEHTS  OK  TITLE  II  OF  H.R.  A86 

Section  201  (DPA  Section  BOD  declares  the  purpose  of  the  new 
title  "to  provide  the  means  through  which  the  United  States  can 
promote  orderly  economic  adjustment."  In  1985.  Con9re8S  asked  DoD 
to  conduct  an  in-depth  study  of  the  feasibility  of  the  economic 
conversion  approach.  There  was  no  evidence  available  that  this 
approach  would  provide  a  feasible  or  a  viable  approach  In 
responding  to  major  defense  program  changes.  In  fact,  we  were 
unable  to  discover  even  one  current  product  in  today' a   econooQr 
derived  from  the  economic  conversion  methodology.  The  major 
objection  to  this  new  title  is  the  implication  that  defense  Inpacti 
can  be  addressed  quiclcly  and  painlessly  by  having  a 
Government-directed  planning  and  benefits  program.  He  are 
concerned  that  the  H.R.  48E  approach  could  lead  to  unreasonable 
expectations  on  the  part  of  communities  sod  workers.  For  these 
reasons  this  new  title  will  nst  be  helpful  in  permitting  workers 
and  communities  to  adjust  readily  to  major  Defense  Program  Change*. 

Section  201  (DPA  Section  802]  defines  terms  for  the  purposes 
of  the  new  title.  These  definitions  create  some  ambiguity  as  to 
whether  or  not  workers  in  foreign  plants  that  produce  items 
.  procured  by  DoD  would  be  eligible  for  economic  adjustment 
assistance . 

Section  201  (DPA  Section  811)  establishes  the  Defense  Economic 
Adjustment  Council  In  the  Executive  Office  of  the  President,  under 
the  co-chalrmanship  of  the  Secretary  of  Defense  since  1970.  The 
Coiniilttee  provides  coordinated  assistance  by  18  Federal  agencies  to 
major  defense  impacts,  under  the  guidelines  in  Executive  Order 
12049. 

Section  201  {DPA  Section  812(a))  states  that  duties  of  the 
Council,  which  include  encouraging,  soliciting,  directing,  and 
coordinating  concrete  plans  for  non-defense -related  public  projects 
addressing  vital  areas  of  national  Interest.  The  bill  presintts 
that  public  intervention — as  opposed  to  private  sector 
Investment —can  provide  the  solution  to  defense  cutbacks.  The  bill 
would  require  major  Federal  Investment  in  the  reuse  of  Industrial 
plants  or  military  bases.  This  approach  contradicts  our  experience 
in  attracting  job  replacements. 

Section  201  (DPA  812(h))  requires  the  Secretary  of  Defense  to 
notify  the  Council  one  year  in  advance  of  a  pending  or  proposed 
change  in  defense  spending  that  would  affect  eir^loyment  in  the 
defense  industry.  Submission  of  the  defense  budget  to  Congress 
provides  a  lengthy  period  of  pre-notification  of  administration 
proposals  with  respect  to  defense  spending.  However,  final 
decisions  on  this  spending  are  primarily  Congress'  to  make.  The 
Secretary  of  Defense  cannot  provide  pre-notification  of  such 
Congressional  decisions;  nor  can  the  Secretary  continue  to  fund  a 
defense  program  if  Congress  has  not  appropriated  funds.  The 
one-year  requirement  is  excessive. 

Section  201  (DPA  section  821)  states  that  communities  affected 
by  reduction  or  elimination  of  defense  facilities  or  curtailment  or 
conclusion  of  defense  contracts  are  eligible  for  economic 
adjustment  planning  assistance.  Comnunitles  are  already  eligible 
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for  comminity  planning  assistance  for  major  defense  cutbacks  under 
the  provision  of  10  U.S.C.  2391. 

Section  201  (DPA  Section  B22)  states  considerations  in 
determining  the  sale  value  of  excess  Government  property  or 
facilities.  Section  B22  would  offer  a  new  ephemeral  feature  in 
determining  fair  market  value  in  property  sales /conveyances  to 
conmiunities  (i.e.,  "take  into  consideration  any  benefit  which  was 
accrued  or  may  accrue  to  the  United  States  from  the  use  of  such 
property  by  the  community  involved") .  The  new  definition  would 
supplant  the  fair  market  approach  used  in  the  Federal  Property  and 
Administrative  Services  Act  of  1949  and  would  undermine  DoD's 
efforts  to  close  and  secure  civilian  reuse  of  bases  under  the  Base 
Closure  and  Realignment  Act  of  19B8. 

Section  201  (DPA  Section  632)  provides  a  range  of  adjustment 
benefits  for  2  years  for  workers  displaced  by  a  reduction  in  the 
volume  of  defense  work.  This  section  would  provide  a  new  range  of 
supplemental  employment,  health  care  and  other  benefits,  and 
retraining  assistance  for  defense  contractor  workers  as  though  they 
could  be  differentiated  from  workers  producing  civilian  products  in 
the  same  plant  facility.  Displaced  defense  workers  are  eligible 
for  unemployment  compensation  and  for  placement /ret raining 
assistance  under  the  Jobs  Training  Partnership  Act.  It  would  be 
unworkable  to  have  a  separate  set  of  benefits  for  defense 
contractor  employees.  Moreover,  it  appears  that  up  to  two  years  of 
assistance  would  be  required  even  for  workers  regardless  of  length 
of  employment  on  an  impacted  defense  program. 
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IDEKTIFYING  roREIOf-SOURCED  CRITICAL  FARTS  AKD  COHPONENTS 

Tha  following  DciD  directives  and  instructions  (attaclwd) 
require  Frogian  Managers  to  identify  foreign-aourced  critical  parts 
and  cmponents: 

DoOD  5000.1-Hajor  and  Non-Hajor  Dafenia  Acquisition 

Programs,  paragraph  D.IO 

DqDI  S00a.2-Defense  Acquisition  Fxogran  Procedurefli  Annex  B 

DoDD  4005.1-tndu9tEial.  Preparedness  Progran,  paragraph 

E.4.e 

DoDI  4005.3-Induatrial  Preparedness  Planning,  paragr^h 

E.7.C  and  E.S.b 


yGoogle 


D^artment  of  Defense 
DIRECTIVE 


■cu:     (■}     D«S  IKneiln  SMo.l,   ^Itajar  Stiub  AcqaliiUMi 
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•  HTl«iwd  far  cwfaniCT  «iU  ttii  Blnecl 
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•f  Itatt  (UCS);  Ch*  IW/txl  ud  (padtlod  C— >■<■}  Datw*  *t«cla(,  lacladlat 
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aetatatctaa  pmiitB  'k«uiua  af  vtmitt  »t  aft,  tenlsfaaet  riak.  islat  tmtlaf, 

b.    nwc.  ti  ••uaaud  br  tba  lacnuiy  af  Ba(na«  w  milia  aa  avaataal 
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a»«kdiUn  fur  pnciinwic  a(  MTa  tbaa  |1  billlaa  (baaM  aa  Flical  Tmi  1*M 

}.     aalar  Bataaia  ttaalam«i  >»iraa  Wllaataaa  DartatM  Catapcl...     A 
■ajai  dataaa*  actuiilclea  rniraa  till  ba  daaltaatad  la  althai  a  Datuu 
AsqalalUaa  loaH  (lUl)  ai  Ct^aaaat  pnina.     DaaltaaUaaa  will  ba  iii  iiwialil 
br  Iba  UI  aad  >rPE"a<  kT  Ito  tacnUiT  •(  Satau*. 
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■  -    Chut«  IaH.S    ud  Ulltd  itnutic  »t  tactical  caaeapt*  lai 
.  d«ctrlA*  for  daill^  ifitl  Uh  Uuaat. 

h.    Di>  «f  u  ulatiBt  D.l.  ar  UlUd  aiUtatT  at  aaMaidal  antaa 
tkat  fa>c*n  a  BSBTdtralgpHBtml  uvUiittaa  attitafr- 

c.    Badlflcatlaa  at  larnaawat  at  *■  aHatlM  antM. 

4.    A  caataiatiaa  tataaiefc  ud  daaalataaM  tntn*  'itk  aaa  ar  aaia 
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caaatdarad  k  aaatr  daatalaa  Mlaauaa  aad  dariaa  tka  Tluuiaa,  Pntra^at 
■■a  iHdtatlat  lyalaa  (»■■)  r»CM».     A  aijar  aafaaai  aevililtlaa  rtatraa 
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PARTICIPATING  COMPAMIES  IN  THE  IMIP  (AS  OF  JUNE  1989) 


The  following  confianies  have  an  active  contract  under  the 
Industrial  Modernization  Incentives  Program  (IHIP) : 


Hartin-Marrietta 

Douglas  Aircraft 
McDonald  Douglas 
Weber  Hetals 
Lockheed 

General  Dynamics 

Aerospace  Avionics 

AX  Research 

Applied  Technology 

Delco  Systems 

Dynamic  Controls 

Honeywell-IIO 

Honeywell-FSO 

Honeywell-TSLO 

Honeywell-DASD 

Menasco 

Sierracln/Sylmar 

Sierracin  Reseach 

Siimons  Precision 

Sunstrand 

Texstar 

Westinghouse 

ELDEC 

Leach  Corporation 

Tracer  Aerospace 

Parker  Kannifer 

SCI  Systems 

Teledyne  Electric 

ver-val  Enterprizes 

Amphenol 

Pacific  Electro  Dyn 

Sgt  Fletcher 

Schulz 

Hughes  TCS«D 

Loral 
Singer  Link 

Lockheed  Georgia 
Boeing  Company 


Nutley,  HJ 

Orlando,  FL 

Long  Beach,  CA 
Meza,  AZ 
Los  Angeles,  CA 
Burbank,  CA 

Fort  north,  TX 
Bohemia,  NY 
Torrance,  CA 
Sunnyvale,  CA 
Goleta,  CA 
South  Windsor,  CH 
Minneapolis  MM 
St  Louis  Park,  HN 
Golden  Valley,  MH 
Albuquerque,  NH 
Fort  Worth,  TX 
Sylmar,  CA 
Sylmar,  CA 
Vergennes,  VT 
Rockford,  XL 
Grand  Prairie,  TX 
Lima,  OH 
Lynnwood,  HA 
Buena  Park,  CA 
Austin,  TX 
Irvine,  CA 
Huntsville,  AL 
Newbury  Park,  CA 
Fort  Halton  Beach,  FL 
Sidney,  HTf 
Redmond,  WA 
El  Monte,  CA 
San  Gabriel,  CA 

H.  Coving,  CA 
Akron,  OH 
Blnghamton,  HY 

Atlanta,  GA 
Hichita,  KS 
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Rockwell 

Columbus,  OH 

AVCO 

Hashville,  TN 

LTV 

Grand  Prairie,  TX 

Martin-Marrietta 

Baltimore,  MD 

AIL 

Deer  Park,  HY 

Northrop 

Rolling  Meadow,  IL 

G.E.  utica 

Utica,  HY 

Sedco 

Melville,  HY 

Teledyne  MEC 

Palo  Alto,  CA 

Varian 

Palo  Alto,  CA 

Ladish  Pacific 

Loa  Angeles,  CA 

Ontario  Forge 

Muncie,  IH 

Chen  Tech 

Irvine,  CA 

Arcturus 

Oxnard,  CA 

Aluminum  Forge 

Santa  Ana,  CA 

Cleveland  Pneumatic 

Cleveland,  OH 

MTI 

Latham,  HY 

ITI 

Rancho  D<Hn,  CA 

Lipe-Roll 

Liverpool,  HY 

TRW 

San  Diego,  CA 

Litton 

Woodland  Hills,  CA 

Polycast 

Kackensack,  HJ 

General  Electric 

Evandale,  OH 

TRW 

Cleveland,  OH 

Ladish 

Cudahy,  HI 

FCC 

Portland,  OR 

Walbar 

Peabody,  HA 

western  Gear 

city  Industry,  CA 

American  Welding 

Warren  OH 

Hitchcock 

Minneapolis,  MH 

Timet 

Henderson,  NV 

Cameron 

Houston,  TX 

Wyman  Gordon 

Horchester,  HA 

Cytemp 

Bridgeville,  PA 

SIFCO  Forge 

Cleveland,  OH 

Cincinnatti  Termal 

Cincinnatti  OH 

Timet 

Toronton,  Ontario,  Canada 

Precision  Founder 

San  Leandro  CA 

Crucible  Conf). Metals 

Oakdale,  PA 

Pratt  S  Whitney 

E.  Hartford,  CT 

RMI 

Hiles,  OH 

Howmet 

Han^>ton,  VA 

Howmet /Dover 

Dover,  HJ 

Howmet /HE 

Farmington,  CT 

Textron  Airfoils 

Elwood,  IH 

Fansteel/PSM 

Los  Angeles,  CA 

Arwood 

Rockleigh,  HJ 

Duradyne 

Rockleigh,  HJ 
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Shultz  Steel 

Hamilton  Standard 

King  Fifth  Wheel 

Simmonds 

Williams  Int'l 

Teledyne  CAE 

Teledyne  CAE 

ACE  Industry 

Holex 

Bescast 

Wellman 

Auto-Air  Industry 

Universal  Casting 

Exotic  Metals 

Aerocast 

Garrett  Turb.  Engine 

PCC 

Allison 

TRW,    Inc. 
Martin  Marietta 
General  Electric 

Martin  Marietta 
Aerojet 
Hercules 
Morton  Thiokol 
Honeywell 

Antonetics  {Rockwell) 
Chemical  System  Div. 
Rockwell  Collins 
Hazeltine  Corp. 
Boeing  Aerospace  Co. 
Rockwell  Collins  Def. 
Raytheon  Co.  Equip. 
Bell  Aerospace 
General  Electric  Co. 
Electronics  Systems 
Grumman  Melbourne 

Control  Data  Corp. 
Motorola  Radar  Sys. 
United  Tech. Corp. 
Kollmorgen  Corp. 
Kollmorgen  Corp. 

Aerojet 

Chamberlain 

Frequency 

Frequency 

Hercules 


Southgate,  CA 
Windsor  Locks,  CT 
Mt.  Top,  PA 
Norwich,  HY 
Walled  Lake,  MI 
Toledo,  OH 
Gainsville,  GA 
Santa  Fe,  CA 
Kollister,  CA 
Willoughby,  OH 
Creston,  lA 
Lansing,  MI 
Chicago,  IL 
Kent,  VA 
Miami,  FL 
Phoenix,  AZ 
Cleveland,  OH 
Indianapolis,  IH 

Redondo  Beach,  CA 
Denver,  CO 
Valley  Forge,  FA 

Denver,  CO 
Sacranento,  CA 

Magna,  UT 
Brigham  City,  OT 
Clearwater,  FL 
Anaheim.CA 
San  Jose  CA 
Cedar  Rapids,  lA 
Greenlawn,  NY 
Seattle,  HA 
Richardson,  TX 
Haltham,  HA 
Buffalo,  NY 
Syracuse,  NY 
Newark,  HY 
Melbourne,  FL 

Minneapolis,  HN 
Tempe  AZ 
Norwalk,  CT 
Melville,  HY 
Hicksville,  HY 

Sacramento,  CA 
Waterloo,  lO 
Onlondale,  NY 
Palo  Alto,  CA 
Cumberland,  MD 
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Hitco 
Marquait 
Morton  Thiokol 

M/A-CCM 

Horthrop 

Optical  Coating 

Reynolds /Tayloc 

SBRC 

Teledyne 

LCS  Globe  Mtr. 

LCS  Globe  Mtr. 

Watkins  Johnson 

Unique 

Hughes  Microelec. 
Hughes  Electron  Dyn. 
Hughes  Missile  Sys. 

Morton  Thiokol 
Allison  Gas  Turbine 
McDonnell  Aircraft 
Bell  Helicopter 
Gruimnan  Corp. 
McDonnell  Douglas 
Horthrup  Corp. 
Hercules  Aerospace 
Hughes  Aircraft  Co. 


Auburn,  tu 
Van  Nuya,  CA 
Huntsville,  AL 
Burlington,  MA 
Horwood,  HA 
Santa  Rosa,  CA 
Santa  Ana,  CA 
Santa  Barbara,  CA 
Los  Angeles,  CA 
Dothan,  AL 
Dayton,  OH 
Palo  Alto,  GA 
Orlando,  ?L 

Newport  Beach,  CA 
Torrance,  Ca 
Tucson,  AZ 

Brigham  City,  UT 
Indianapolis,  IK 
St.  Louis,  HO 
Fort  Worth,  TX 
Bethpage,  HY 
St.  Louis,  HO 
Hawthorne,  CA 
HcGregor,  TX 
Los  Angeles,  CA 
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PROCEDURE  FOR  DESIGNATING  DEFENSE  ITEMS  FOR  DOMESTIC  PROCUREMENT 

The  CoKpetition  in  Contracting  Act  (CICA)  of  1984,  10  U.S.C, 
2304,  while  emphasizing  that  price  be  conaldeied  as  procurement 
criteria,  permits  an  exception  from  full  and  open  competition  in 
order  to  maintain  a  facility,  producer,  manufacturer,  or  other 
supplier  available  for  furnishing  supplies  or  services  in  case  of  a 
national  emergency  or  to  achieve  industrial  mobilization. 

Federal  Acquisition  Regulation  (far)  6.302-3  ln5)leinents  the 
CICA  exception  and  requires  a  Justification  and  Approval  {J£A) 
document  when  the  Services  or  the  Defense  Logistics  Agency 
restricts  an  item.  A  representative  listing  of  those  items  with  an 
approved  JSA  can  be  found  in  the  DoD  FAR  Supplement  (DFARS) , 
Subpart  25.7405.  The  CICA  outlines  the  level  for  approving  a  JSA 
(for  example:  a  contract  under  $100,000,  by  the  contracting 
officer;  and  over  $10,000,000,  by  the  agency  senior  procurement 


There  are  tuo  other  ways  besides  the  JtA  process  for  items  to 
be  excepted  from  full  and  open  coirpetltion .  The  Office  of  the 
Secretary  of  Defense  can  restrict  non-end  items  or  multi-Service 
procured  items  such  as  bearings.  A  list  of  those  items  are  in 
DFARS  Part  8.  In  addition,  Congress  restricts  items  through 
Authorization  and  Appropriation  Acts.  Those  items  are  listed  in 
DFARS  Subpart  25.70. 

When  making  a  procurement  restriction  determination,  the 
primary  consideration  is  the  need  to  preserve  the  domestic 
mobilization  base.  However,  other  factors  such  as  cost,  quality, 
leadtime,  technological  capabilities,  trade  relations,  and  arms 
cooperation  agreements  are  also  considered. 
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HOW  U.S.  HAS  DOME  IH  THE  WORLDWIDB  DBFEH5E  TEADE  AREA 

Although,  the  Departnient  of  Defense  does  not  collect  defana« 
trade  data,  the  folloHlng  data  provides  a  rough  yardstick  of 
overall  D . S . -Worldwide  defense  t tana act ions r 

Foreign  Purchase:  DoD  prime  and  subcontract  foreign  awards 
{principal  place  of  performance  outside  the  United  States)  are 
added  together.  DoD  foreign  prime  contract  awards  totaled  $8.1 
billion  in  FY  88.  Excluding  items  that  are  not  usually  iaipotted  to 
the  U.S.  but  used  overseas  (such  as  petroleum,  fuels,  lubricants, 
subsistence,  construction  services  and  other  services),  results  in 
foreign  prime  contract  awards  of  $3.2  billion.  Subcontract  awards 
totaled  SI. 2  billion  in  FY  88.  This  amount  excludes  ores,  natural 
gas,  utilities,  petroleum  products  and  crudes,  timber  (logs),  and 
subsistence.  Together,  these  two  amounts  totaled  $4.4  billion  in 
FY  88. 

Foreign  Sales:  Foreign  Military  Sales  (FHS)  and  direct 
commercial  sales  of  military  items  made  by  U.S.  firms  to  foreign 
entities.  FMS  agreements  totaled  $12.5  billion  in  FY  88.  Direct 
comnerclal  sales,  which  were  licensed  or  approved  under  the  Ams  *" 
Export  Control  Act,  totaled  $5  billion  in  FY  88.  Together,  tbesa 
two  amounts  totaled  $17.5  billion  in  FY  88, 

Based  on  these  numbers,  the  D.S.Htorldwide  defense  transaction 
balance  for  FY  88  is  estimated  at  approximately  4  to  1  ($17.5 
billion  to  $4.4  billion). 
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